TEXT FLY WITHIN 
THE BOOK ONLY 



VERS 


>- 

a: 

< 

a: 


OU 172377 


00 ^ 

> m 
73 ^ 







Accounting, Business Methods, Investments 
and the Exchanges 

Book Reviews 

Stewart, Dewhurst, Field, Does Distribution Cost Too Much? by R M 

Cunningham 16 1 

Crumbaker, Organizing and Financing Modern Business, by J E Kirshman 16^ 

Grether, Frtce Control under Fair Trade Legnlation, by S N Whitney 164 

Kimball, Principles of Corporate Finance, by D M Halley 165 

Knappen, Repenue Bonds and the Investor, by R E Badger 165 

McMullen, Federal Income Tax Accounting, by E G Nelson 166 

Mitchell, Organization and Management of Production, by A H Williams 167 

Myer, Financial Statement Analysis, by W P Fiske 167 

Spengler and Klein, Introduction to Business, by R D Calkins 168 

Tosdal, Problems in Sales Management, by J F Pyle 169 

Weissman, The Neiv Wall Street, by J I Bogen 169 

Titles of New Books 163 

Capital and Capitalistic Organization 

Book Reviews 

Blair, Seeds of Destruction, by J R Commons 170 

Edwards, Evolution of Finance Capitalism, by J E Kirshman 172 

Coon, American Tel & Tel, by E Dickerson 173 

Titles of New Books 173 

Labor and Labor Organizations 

Book Reviews 

Fisher, Economic Consequences of Seven-Hour Day and Wage Changes in Bitumin- 
ous Coal Industry, by E Lonigan 171 

Gill, Wasted Manpower, by H Malisoff 175 

Malick, Labor Policy under Democracy, by T L Norton 176 

Rofthlisberger and Dickson, Management and the Worker, by J A Campbell 177 
SfRACKBEiN, Prevailing Minimum Wage Standard, by L Eaves 178 

ViAU, Hours and Wages in Ameiican Oi ganized Labor, by G L Palmer 178 

Wright, Here Comes Labor, by E B McNatt 179 

Titles of New Books 174 

Money, Prices, Credit, and Banking 

Book Reviews 

Nugent, Consumer Credit and Economic Stability, by H C Jennings 181 

Neifeid, Personal Finance Comes of Age, by C O Fisher 182 

DE Vegh, The Pound Sterling, by R O Hall 184 

Emden, Money Powers of Europe in 19th and 20th Centuries, by N S B G 186 

Graham, Handbook of Monetary Theory, by W Withers 186 

Thornton, Paper Credit of Great Britain, by F A Bradford 187 

Watkins, Commercial Banking Reform in U S , by F A Bradford 187 

Titles of New Books 186 

Public Finance, Taxation, and Tariff 

ok Reviews 

3lakey and Blake Y, Federal Income Tax, by M S Kendrick 188 

OHNSON, Treasury and Monetary Policy, 1933-1938, by L Clark 189 

ttermann. State and Federal Grants-in-Aid, by T R Snavciy 191 

OLF, German Financial Policies, 1932-1939, by A Comstock 193 

LL, Study of Probated Estates in Washington, by R C Cave 194 

JFF, Municipal Finance, by R J Briggs 196 

'j\YER, Taxation of Small Incomes, by A G Buehler 196 

of New Books 194 

Population and Migration 

k Reviews 

ODAWAY, Economics of a Declining Population, by M R Davie 198 

OMPSON, Race Relations and the Race Problem, by R A Allen 199 

iELPTON, Needed Population Research, by E B Wilson 200 

NSEMius, Economische Aspecten der Internationale Migratie, by R S Saby 200 
^rgu de la Demographic des D/vers Pays du Monde, 1929-1936, by C D Clark 200 
) of New Books 199 



Social Problems and Reforms 


Book Reviews 

Rautenstrauch, Who Gets the Money? by W I King . 201 

Aronovici, Housing the Masses, by A R Hasse 203 

Borsodi, Prosperity and Security, by L G Reynolds 203 

Elmer, Social Research, by J A Brownell 204 

Rosen, Das Existenzminimum in Deutschland, by H Hausheer 205 

WiCKENS, Differentials in Housing Costs, by A R Hasse 207 

Titles of New Books 203 

Insurance and Pensions 

Book Reviews 

Grant, Old-Age Security, by E E Witte 207 

Dickinson, Insurance Looks at the 1940*s, by A Manes 209 

tORD, Incomes, Means Tests and Personal Responsibility, by F T de Vyver 209 

Kingsbury, Health in Handcuffs, by H M Teaf, Jr 210 

Lester and Kidd, The Ca^e against Experience Rating in Unemployment Com- 
pensation, by E W Bakke 210 

Titles of New Books 209 

Socialism and Cooperative Enterprises 

Book Reviews 

Buriev, Consumers' Cooperative as a Distributive Agency, by C E Warne 211 

Varga, Tivo Systems Socialist Economy and Capitalist Economy, by A Z Arnold 212 

Titles of New Books 211 

Statistics and Its Methods 

Book Reviews 

Tschuprow, Principles of the Mathematical Theory of Correlation, by D W 

Lusher 213 

Ci AKK, Critique of Russian Statistics, by P Haensel 215 

Croxion and Cowden, Applied General Statistics, by F B Dade 215 

Mahai anobis, Proceedings of First Session, Indian Statistical Conference, by H A 

Freeman 216 

Mu hau, Prix et Production cn Agficulture, by H R Kemp 216 

Radice, Savings in Great Britain, 1922-1935, by W F Stolpcr 
Smith, hdes in the Affairs of Aien, by L D Meredith 

Smith, Tests of Significance, by H A Freeman ^ 219 

Titles of New Books 215, 


Officers of the American Economic Association 


President 

Vice-Presidents 

Secretary-7 rcasurer 
Counsel 


Executive Committee 


Frederick C Mills, Columbia University 
James W Angell, Columbia University 
Calvin B Hoover, Duke University 
James W Bell, Northwestern University 
John E Walker, Washington, D C 

Benjamin M Anderson, Jr , University M Calil/rnia at Los 
Angeles 

Mabel Newcomer, Vassar College 
Paul T Homan, Cornell University 
Ray B Westereield, Yale University 
J Douglas Brown, Princeton Uni^ 

George W Stocking, University j 


The 


4 

Ex-Officth 

President, Vice-Presidents, Secretary-Treasurer, Managing 
Editor, and three ex-Presidents who have last held office 
(O M W Sprague, Alvin H Hansen, Jacob Vmcr) 



THE AMERICAN ECONOMIC REVIEW is published four times a year, in March, June, September, 
and December, at 450 Ahnaip St , Mcnasha. Wisconsin 

Correspondence in regird to contributions to the Review should be sent to the Managing Editor, Professor 
Davis R Dewey, 222 Chirks River Rd Cambridge, Massachusetts, or to members of the Board 
of Editors 

Books for review should be sent to the Managing Editor 

Publication othces ot the Amlrican Economic Review 450 Ahnaip St , Menasha, Wisconsin, and 
Evanston, Illinois Office of the Secretary of the American Economic Association, Northwestern 
University. Evanston, Illinois Membership dues are five dollars a year, life membership, two hundred 
dollars 

THE AMERICAN ECONOMIC REVIEW is sent to all members of the American Economic Associa- i 
tion as one of the privileges of membership, |4 00 of the annual membership dues being in payment ' 
of a year's subscription to the publication | 



The 

American Economic Keview 

VoL. XXX March, 1940 No 1 

THE SHORT VIEW AND THE LONG IN ECONOMIC POLICY 

Presidential Address Delivered at the Fifty-second Annual Meeting of the American 
Economic Association, Philadelphia, Pennsylvania, December 27, 1939 

Once upon a time an academic economic theorist, by some freak of fate 
not likely to be often repeated, got himself slightly entangled m the machin- 
ery of formulation of government economic policy What I plan to tell you 
tonight reflects largely, though not I hope too explicitly, what the process 
of policy-formulation did to his academic theorizing, and what his theoriz- 
ing failed to do to the process of policy-formulation 

As an active participant in the policy-making process, the academic 
theorist suffers from a number of handicaps more or less peculiar to him- 
self For purposes of teaching, or of acceptable writing for his restricted 
audience of fellow-theorists, his conclusions are of little importance, and 
what matters above all is the rigor and elegance of his manner of reaching 
them For policy, on the other hand, conclusions are vital, and often are 
all that IS vital For the purposes of academic theorizing, the premises 
the theorist starts from may without serious penalty be arbitrarily selected, 
narrowly restricted in range, and purely hypothetical in nature But the 
selection of premises controls the conclusions reached, and for policy- 
determination it is therefore vital that all the important variables be 
covered by the analysis, and that the conclusions be not affected by the use 
of premises which are irrevelant for their purposes or less realistic than 
it IS possible with the aid of available information to make them To vio- 
late these rules in policy-making is to be guilty of the grossest irresponsi- 
bility If he IS not to be wholly in the way of the policy-maker, therefore, 
the theorist must emerge from his ivory tower, — which is almost as hard 
as to return to it. 

The theorist’s habitual methods of analysis are such as to lead to "right” 
or "wrong” answers to manufactured problems, the premises and the 
criteria of rightness being so chosen as to make this not only possible but 
necessary For the policy-maker, however, the problems are for the most 
part not of his own devising, but are presented to him by outside forces, 
in vague and ill-defined fashion, and what he asks of his advisers con- 
sists as much of help in determining what the problems are as of help 
in finding solutions for them. The theorist here is likely to find himself 
uninformed and unskilled. 
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The theorist’s analysis is ordinarily couched in descriptive as distin- 
guished from normative terms If choices as between social values in- 
fluence his thought, these choices are largely left implicit in his selection 
of premises, and are rarely, and then usually apologetically, expressly 
avowed The policy-maker, however, is rarely satisfied with purely descrip- 
tive analysis He insists that he be advised not only what will be the ob- 
jective consequences of a specific line of action, but whether or not these 
are desirable consequences While he has always some notions of his own 
with respect to the values which policy should serve, in my experience he 
always demands of his economists that they guide him also in the determi- 
nation of what IS socially desirable, and he expects the economist to ac- 
knowledge and to display some professional competence in giving such 
guidance 

There are always a number of different values to be considered, more- 
over, and satisfaction of one often involves disregard of the other This 
makes necessary a sort of weighing process, in which the decision is pre- 
sumably made partly on the strength of quantitative information as to the 
number of persons affected by alternative courses of action, their economic 
status and needs, and so forth, and partly on the basis of a qualitative 
ranking of values in terms of some sort of scale of worth The theorist 
as such here also lacks experience He is hampered, moreover, by his 
tendency to dissect the mental processes by which decision is reached in 
such matters, and he tends to feel and to give discomfort by his reluctance 
to express in definite and assured terms the conclusions which he knows 
he has reached only by vague and imperfectly communicable processes of 
thought 

The effect of the action on the subj'ect is all that the theorist has been 
trained or conditioned to think about with respect to public policy The 
official and the legislator, on the other hand, should, and in any case in- 
variably do, think also of the effect of the action on the actor The econo- 
mist conditioned to the purity of abstract thought is liable to be unreason- 
able in his refusal to recognize that the official, in choosing his time for ac- 
tion and his manner and degree of action, must give regard to their impact 
on his relations with superiors, colleagues. Congress, and the public, and 
to their effect on the prestige of his agency and the morale of his staff 
But the oflScial must operate in this way if those with whom he has to deal 
from day to day are to give him that cooperation and good will which are 
essential not merely for his own personal success and comfort but for the 
satisfactory execution of his functions 

The higher officials in Washington, whether they be political appointees 
or career men, in my opinion, need make no apologies for their standards 
even to college professors, elect of the elect though we be As far as I have 
observed, the higher officials in Washington as a group work as hard. 
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as disinterestedly, cooperate in common tasks as loyally, think as straight 
within their own special fields of competence, as does the ordinary run 
of college professor They certainly do not live on the moral heights con- 
tinuously, but they are called upon more often than academic men to rise 
to them, and, in my honest judgment, they respond to the call as often 
and as fully as in all probability we ourselves should under like circum- 
stances 

In one respect in particular, of special interest to economists, I have ob- 
served them with evcr-increasing admiration — namely, their patience and 
generosity in their dealings with their economic advisers In the course of 
expounding the economic verities, the economists repeatedly expose their 
divided counsels They especially reveal that conflict within their ranks 
between ancient dogmas and resurrected or newly-invented heresies with 
which much of the remainder of my talk will deal Those officials who 
come into frequent contact with squads of economists, as they note the 
repeated conflict of testimony, must feel at times like the English judge 
who remarked that he had for years been trying motoring cases in which 
two cars, each of them on the right side of the road and each of them 
stationary, had been involved in a head-on collision — or even like that 
magistrate in a native court in Ceylon who, disgusted by the flagrant 
contraditions in the evidence of the successive witnesses, said to the officer 
of the court ‘'Call the next liar This failure of the economists to speak 
as with one voice is a severe trial for the officials I suspect, however, 
that they would find us even more trying if, when unpalatable advice was 
offered by one economist, they could not feel that there was a good chance 
that with a little search another economist could be found happy to swear 
that the advice which had been given was incredibly bad economics, or even 
was “orthodox" or “sound" economics, which arc now very forceful epithets 
indeed in some high quarters 

To proceed with my catalogue of the handicaps of the economic theorist 
as a policy-maker The economists of my generation and earlier were 
trained to concentrate on so-called long-run analysis in their pure theoriz- 
ing When they ventured into the discussion of questions of public policy, 
they accordingly tended to be preoccupied with the long view, with the 
effects which a given action would have on the more distant future, and 
to disregard or to weigh lightly its more immediate effects A good illus- 
tration of what I have in mind is the famous poor-law controversy in 
England in the 1830’s The leading economists of the time all emphasized 
the allegedly injurious effects on the productive capacity and the will to 
work and to save of the poor which would result from generous, long- 
sustained, and assured poor-relief to the able-bodied They stressed even 
more the growth of population and the consequent impairment of the 
basic earning power of labor which they believed would ultimately result 
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from any substantial liberation of the poor from dependence solely on 
their own eflForts for the means of subsistence of themselves and their 
children. The extreme conservatives and the extreme radicals of the time — 
who, as so often in history, were on the same side on a specific issue — and 
also the humanitarians and clergy, stressed in opposition to the views 
of the economists the moral and political rights of the needy to be given 
food and shelter with a minimum of humiliation and of deliberate inter- 
ference with their accustomed patterns of family and social life. In this 
instance, as in many others, it was possible plausibly to picture the clash 
between the long view and the short as a clash between the humane and 
the hard-hearted, although the economists of the time of course insisted 
that the policy they advocated, while immediately severe, would ulti- 
mately prove to be the kinder of the two to the poor. 

Although it is obviously not without direct relevance to present-day 
problems, I am not concerned here with the merits of this ancient con- 
troversy. I have cited it only to help make clear the differing turn which 
may be given to public policy accordingly as the long view or the short 
is dominant, and to illustrate the characteristic approach of the orthodox 
economist, from that day to this, to policy questions 

Now this habit of taking the long view is not only characteristic of the 
orthodox economic theorist, but in the discussion of matters of economic 
policy it is often the principal characteristic by which he can be distin- 
guished from other professional economists or even from the intelligent 
layman. 

In the day-to-day process of adapting public policy to meet felt needs, 
on the other hand, the problems always manifest themselves in the form 
of immediate pressures of one sort or another, and the legislator or 
official tends to look for correspondingly immediate solutions. This is 
“natural*' behavior, in the sense both that it is what one should expect 
to occur, and that it has its socially useful aspects 

Legislators and officials are typically busy and harried men Except 
under the special circumstances of major election campaigns, when the 
pattern of party debate may by chance turn on the relative merits of the 
long-run programs of the contending parties, and except for the occasional 
opportunity of the legislator or the official to divest himself of the cares 
of the moment and, assuming the r61e of the statesman, to give patient 
examination to the needs of the future, there is constant preoccupation 
with the problems which are immediately pressing, and little stimulus to 
take thought as to whether the proffered solutions are likely to prove 
lasting ones There is especially little urge to go hunting for problems 
which are not yet felt as such but which may prove troublesome in the 
distant future. 

It would be a mistake, however, to take for granted that the immediate 



1940] Short and Long View tn Economic Policy 5 

solution, the quickly-working one, is of necessity a defective one. The 
immediate solution to a problem no doubt frequently serves also with 
tolerable satisfaction as a permanent one, and in some cases may well be 
identical with the optimum permanent solution. Many problems, more- 
over, are themselves temporary in nature, and require therefore only 
temporary solutions The immediate solution may the only one for 
which public acceptance is obtainable, so that there is really no choice 
There are circumstances, moreover, under which even a benevolent dictator, 
with no need to give heed to public clamor, would be wise to adopt a 
partial and temporary, but quick-working, solution in preference to a 
more complete and more lasting one which would yield its benefits only 
after considerable delay. Mr. Keynes, speaking with at least a trace of the 
accent of revelation, has told us that in the long run we'll all be dead 
What I presume he meant by this apparently crystal-clear dictum was that 
if we took the long view, we, including our otherwise potential posterity, 
would — or might — all be dead — or dead or unborn — before that view 
could justify itself This warning is scarcely much needed either by the 
public official or by the ordinary legislator, but for the reasons I have 
stated and not only because in respectable communities the dead and the 
unborn cast no votes. But for the academic economist it is a sound warn- 
ing, and perhaps even a needed one In times of severe social strain there 
may be real menace of catastrophe if there is not resort, even at the cost of 
bad after-effects, to a quick-working remedy which tides the economy over 
the crisis At such times, the patience of the orthodox theorist may be out 
of place But in the past, at least, such times have come only rarely. 

Closely related to the habit of the theorist of preoccupying himself 
with those effects of proposed legislation which are more distant in time 
is his habit of searching for the repercussions of legislation which are so- 
to-speak more distant in space Politicians are experts in tracing one kind 
of repercussion, the political. But they are indisposed to take account of 
economic repercussions, as the history of tariff controversy abundantly 
demonstrates This indisposition, I think, they share with the general lay 
public, to whom, in matters of economic analysis, one step at a time is 
enough, if not too much And since what the public doesn't know can't 
hurt the legislator, he has at least no selfish motive for following the 
theorist in his unsteady and circuitous wanderings from the proximate to 
the secondary, to the tertiary effects, and is content to act in terms of the 
seen, with worry about the unseen left to the economic theorist as a sort of 
occupational psychosis 

I do not include in my list of the handicaps peculiar to the economic 
theorist as a participant in the policy-formulating process two items which 
would probably appear high on such a list if prepared by those with 
whom the economist works — namely, first, his ignorance as a rule of the 
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legal framework and legal folklore to which legislative drafting and the 
admmistration of the laws must conform; and second, his lack of experi- 
ence and insight with respect to what is and what is not administratively 
feasible* These are omitted, however, not because the ordinary economist 
does have command of these skills, and not because they are unimportant, 
for such IS decidedly not the case in either instance But barriers to effec- 
tiveness of this general type, instead of being peculiar to economic theorists, 
are common to all kinds of specialized participants in a cooperative enter- 
prise such as policy-formulation which makes demands upon a wider 
range of skills than single individuals can reasonably be expected to 
possess. The lack of legal and administrative training on the part of the 
economic theorist may be regrettable, but it is not fatal as long as he is 
not permitted to decide policy questions all on his own. 

In the ordinary course of events, policy is, of course, ultimately decided 
not by the technical experts as such, whether they be economists or engi- 
neers or political scientists or sociologists, but by the legislators and the 
responsible executives with the aid of advice by the experts That excellent 
formula, ‘The expert should be on tap, not on top*' would be almost 
equally valid if it went, “The expert ss on tap, not on top “ This applies no 
more and no less to the economist than to the other professions — except for 
the lawyer, who is on tap and on top, and omnipresent, omniscient, 
omnipotent, and omnivorous in addition In the process of tapping the 
experts for their specialized knowledge and skills, the technical equip- 
ment of one profession provides the offset for the gaps in the capacities 
of the others. And for those many things which in a world not clearly 
designed for full comprehension by man are beyond human knowledge, the 
lawyer always stands ready to provide precise formulae acceptable to the 
Supreme Court as unambiguous expressions of legislative intent 

Even with these two items omitted, the list of handicaps of the academic 
economic theorist as a participant in the formulation of public policy 
which I have given is discouragingly long Others, moreover, would prob- 
ably think they could easily make it even longer and even more discourag- 
ing to the theorist Let it be clear, however, that I am not identifying 
the few “academic economic theorists^ with economists in general, and 
that I recognize that there are many other types of economists whose 
serviceability in policy-formulation and in other activities of government has 
been amply and unquestionably demonstrated 

The non-theoretical economist, in particular, or the economist who dis- 
claims any theoretical prejudices, is in fact much more adaptable to public 
service than the economic theorist with some body of theory to which 
he remains faithful, whatever its species The non-theorist can adjust 
himself quickly to the changing flow of events and issues He is not bound 
by any set mode of analysis His mind but lightly encumbered by doctrines. 
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dogmas, preconceptions, or even in some cases thoughts, the fortunate man 
can move freely in any direction, wherever the wind may list If he feels 
the need for guidance, there is always available today yesterday’s position 
of his official superiors and tomorrow the different position they took today. 
In finding good-sounding reasons for what has already been decided upon, 
he has a distinctive and useful function, both because the vitality of the 
democratic process is dependent upon our continuing to believe that it 
provides us with reasonably wise and beneficent government, and also be- 
cause statesmen’s intuitions have often a genuine economic logic dimly in 
their background He shares also with other types of economists the use- 
ful role of finding good uses for bad laws, and thus contributes to the 
most important function of the art of public administration the making 
of silk purses out of legislative sows’ ears 
The handicaps of the academic theorist of the older dispensation as 
a useful member of a policy-formulating staff are probably even more 
clearly visible to other members of the economic profession than to members 
of other professions There is in fact a definite cleavage between the habits 
of thought of this species of theorist and those of other groups m the 
profession, including many of those who help guide Leviathan in its daily 
gyrations The continued depression has obviously made a deep impression 
on the latter, and made them impatient of or even violently hostile to the 
traditional corpus of economic theory, which they look upon as an instru- 
ment for the exercise of the tyranny of the dead mind over the living They 
seem to believe increasingly that its role has been, even in the long-past days 
of its almost unchallenged dominance, '*to light fools the way to dusty 
death ” The world it approvingly describes of atomistic competition, and 
the ethical approval which, as they read it, it translates to the actual world 
by its failure clearly to contrast the ideal with the real, make it appear 
to them too far divorced from the present-day realities and values to war- 
rant faith in its usefulness as an aid to the guidance of social policy In- 
stead of the economy of effective competition, of freedom of individual 
initiative, of equality of economic opportunity, of steady and full employ- 
ment, pictured in the traditional theory, they see an economy dominated 
by giant corporations in almost every important field of industry outside 
agriculture, an economy marked by great concentration of wealth and 
economic power, and great disparity of income and of opportunity for 
betterment. They note the apparently unending flow of evidence from 
investigating committees and courts of the flagrant misuse of concentrated 
economic power They observe with alarm the failure of our economy for 
ten successive years to give millions of men able to work and anxious to 
work the opportunity to earn their daily bread. And seeing the actual 
world so, they refuse to accept as useful for their purposes a type of 
economic theory which as they read it either ignores these evils or treats 
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them as temporary, self-correcting aberrations or excrescences of what is 
basically a sound economic system. Having rejected the conventional pic- 
ture of the system, they tend increasingly to adopt another one, rapidly ap- 
proaching equal conventionalization, but following another pattern, in 
which the evils are inherent in the system and cannot be excised without its 
drastic reconstruction and its substantial operation by government. 

Their account of the traditional economic theory is not wholly a carica- 
ture, but it IS overdrawn and distorted It deliberately disregards the failure 
of government to behave according to the rules laid down by the orthodox 
theory as necessary if its conclusions are to have practical validity, and 
it especially overlooks the long line of great men in the orthodox tradi- 
tion, by no means already at an end, who by no stretch of the imagination 
can be charged with having exploited it to protect evils against reform. 
But this is in the present connection significant only as it prejudices these 
zealous reformers against utilizing for their own good purposes the aid 
the old doctrines can still furnish. Their picture of the evils of the present 
economic system may also be painted in too strident colors, but it is un- 
doubtedly close enough to the truth to make complacency indefensible. 
Where in my opinion they are most gravely in error, however, is that in 
rejecting lock-stock-and-barrel the traditional economic theory, they are 
abandoning habits of mind and analytical tools which are still essential if 
evils are not only correctly to be identified but are to be ascribed to their 
proper causes, and if remedies are not to be advocated which may prove 
worse than the diseases they are prescribed for. 

As a by-product of the breach with the older body of doctrine, the 
economic profession is tending to wipe out that line of cleavage which in 
this country has been so marked almost since the foundation of the Eco- 
nomic Association between the teachings of the professional economists, 
on the one hand, and the practices of government and the beliefs of the 
lay public, on the other hand I, for one, would welcome this reconcilia- 
tion if it resulted from our final conversion of the lay public. I think, 
however, that the reverse has happened to a substantial extent, and that 
economic doctrine is now following public opinion and government prac- 
tice much more than it is influencing them. For obvious reasons which have 
no counterpart in this country, this is now of course the routine situation 
in totalitarian countries Its occurrence in this country is not, I am certain, 
due to any significant extent to a new subservience of the profession to 
external opinion. Its explanation lies largely, I think, in the fact that under 
the impact of depression conditions the economists have in large numbers 
abandoned the traditional economic doctrines, with their emphasis on the 
long view, and have turned instead to the short view which government 
and the lay public have always tended to take. It is true that in adopting 
the short view many of the younger economists have not merely taken 
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over the lay notions bodily. Some of them have, in fact, given them a 
theoretical elaboration which for subtlety, refinement, and elegance need 
make no apologies to the older economics, and which remains faithful 
to older theorizing in at least one respect, that the tradition of unintelligi- 
bihty to the layman is scrupulously observed. It is the quality of the judg- 
ment displayed, and not the quality of the analytical skill, which I ven- 
ture to question. No matter how refined and how elaborate the analysis, 
if it rests solely on the short view it will still be close to the layman’s eco- 
nomics and still be a structure built on shifting sands. 

My aim this evening is not to praise the old-fashioned economic theorist, 
but only to help protect him from premature burial. The strongest line of 
defense I find available is the argument that he is the special custodian for 
society of the long view in economic matters, and that even in troubled 
periods that view is entitled not to undisputed dominance but to a full 
hearing. Since its value with reference to any specific issue can be tested 
only empirically and therefore only after a substantial period of time has 
elapsed, I shall present my case for the long view forward by taking the 
long view back into history with respect to several of the doctrines in 
the orthodox tradition. Not to make it too easy for myself, I shall deal 
only with doctrines that have been so conventionalized through time that 
they seem to the short- viewers flagrant examples of the freezing of doctrine 
into dogmas whose venerability is their only claim to virtue. 

An underlying characteristic of the orthodox Anglo-American economics 
during its entire period of dominance was its basically optimistic outlook 
on the prospective trend of events. As a cursory inspection of the files of 
presidential addresses before the American Economic Association and its 
English prototype would confirm, the economists of the time believed that, 
despite wars, mistakes in government policy, and cyclical disturbances, 
private initiative, technological progress, and the improvement and wider 
diffusion of education had resulted in and would continue to result in a 
slowly rising secular trend of per capita income, enjoyed by steadily-grow- 
ing populations. Imbued with this moderately optimistic long view, the 
economists listened neither to the occasional prophets of impending and 
lasting woe nor to the more frequent peddlers of patented devices for 
antedating the millennium. For the period up to 1914 at least, they proved 
on the whole to have been right. In the flush days of the 1920’s, however, 
we were told: that what was then would continue to be, forever and ever; 
that the problem of the cycle had been solved by the Federal Reserve Board; 
and that we had entered upon a new era of perpetual boom. The great 
bulk of the economic profession, taking the long view, refused to give 
credence to this blissful picture. How right they proved we are unfortu- 
nately only too well aware. The perpetual boom having come to its dramatic 
end, it later subsequently became increasingly apparent that all the days 
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of the 1930's were to be black, or gray. Some economists, simulating too 
closely, I think, the technocrats* over-emphasis of the purely technological 
elements in economic process and under-emphasis of the compensating and 
stimulating functions of the price system, and responding too sympatheti- 
cally to the prevailing depression, have announced a second new era, but 
this time an era of perpetual gloom, the advent of the stagnant economy. 
There is even developing among the preachers of the new pessimism im- 
patience with talk in terms of the concepts of business-cycle analysis, as 
carrying the unnecessarily optimistic implication that what goes down 
may some day come up I have no doubt myself that these economists 
have genuinely succeeded in finding historical trends in our economic 
structure and process which operate to make the attainment of full em- 
ployment increasingly difficult But that must always have been true, and 
the weight to be attached to such findings should not be decided until 
equally ardent search has been made for factors operating in the opposite 
direction Here, I take it, is an instance where appeal to the long view 
may save us from accepting as an adequately historical approach what 
fuller appeal to history would suggest was rather a hysterical approach 

It has long been standard dogma that budgets must be annually balanced, 
and that public debts must not be allowed to grow indefinitely Govern- 
ments, of course, have frequently violated the dogma, and not only have 
such violations not invariably been followed by disaster, but it would be 
a difficult task to disprove the proposition that in a substantial number of 
instances they proved highly l^neficial. But as I read the history of the 
budget-balancing dogma, it developed as a convenient rule-of-thumb pro- 
tection against the defense of uncontrolled expenditure and continuous 
deficits by the plea that the appropriate time for budget balancing was not 
quite yet but just around the corner I am even convinced that most of 
the distinguished advocates of budget balancing during the nineteenth 
century would have conceded, though no doubt grudgingly, that even a 
continuous growth of public debt, given a moderate and asymptotic pat- 
tern of growth, would not in fact necessarily lead to disaster On this 
question of the menace of a growing debt that virtuoso of the long view, 
Adam Smith, maintained his usual balance When, during the American 
Revolutionary War, a young friend, Sir John Sinclair, lamented to him the 
misfortunes, presumably financial, in which the war was involving Britain, 
and exclaimed, *'If we go on at this rate, the nation must be ruined’**, 
Adam Smith replied, *'Be assured, my young friend, that there is a great 
deal of ruin in a nation ’* 

But when for the old dogma that budgets should be annually balanced 
^here is substituted a new dogma that budget balancing is merely a fetish, 
that as long as there are unemployed resources, whatever the cause of 
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the unemployment, governments should point with pride to their lusty 
and bouncing deficits, instead of apologizing for them or shamefacedly 
concealing them as if they were born out of wedlock, the long view tells 
me that while this may not be the road to ruin it at least blazes a trail to 
it It must not be forgotten that spending in itself is for the spenders the 
supreme pleasure, is the politicians* delight, and that what temperance in 
resort to it has prevailed in the past has been wholly due to the belief that 
somebody, some day, would have to be taxed to pay the bills Even if this 
belief were properly to be regarded as completely a myth, it would still be 
one of the large class of highly useful myths. 

Two related theses of the liberal tradition in Anglo-American thought 
have been first, that under a system of free individual enterprise a higher 
level of economic well-being was attainable than under any other form of 
economic organization; and second, that a society organized on this 
economic basis was the only one compatible with the maintenance of 
political democracy. These, of course, are dogmas, not axioms, one eco- 
nomic and the other political in nature Now that political democracy is 
under attack, frankly from the fascist right and as menacingly though not 
as frankly from the communist left which, like the serpent, licks its victim 
over before it swallows it, the political dogma has become increasingly 
acceptable even to those who reject the economic dogma My concern 
here, however, is only with the economic dogma, whose acceptability has 
been destroyed or seriously impaired even for many economists by ten years 
of sustained and severe depression. 

There are perhaps some economists who would deny that an individual- 
istic system is at all desirable economically This view I will not discuss, 
since even if I were to reject a substantially individualistic system on 
economic grounds, I should still prefer it, on non-economic grounds, to 
what seems to me to be its only practicable alternative, a comprehensively- 
planned economy under which, as some one has said, "All our hairs would 
be numbered, and all gray " There are many, however, who hold the view 
that while a system of free individual enterprise would be ideal if attain- 
able, it IS no longer possible in these modern days of great concentration of 
ownership and control of productive facilities, where the economic units 
are to a large extent huge corporations and trade unions rather than the 
single individuals of traditional economic theory, and where such com- 
petition as persists tends increasingly to be competition between giants 
instead of the atomistic competition of orthodox theory, and therefore to 
be cost-raising rather than price-reducing. 

When, some four or five generations ago, freedom of private initiative 
was first systematically advocated as the ideal basis for an economic sys- 
tem, the menace of monopoly to the proper working of a system so organized 
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was clearly perceived. It was then widely believed, however, that, although 
business-men admittedly found abhorrent the impact upon themselves of 
other persons’ competition and grasped every opportunity to escape it, 
monopolistic power could not come into being on a large scale, or at least 
could not long maintain itself, except with government aid and sanction. 
In justice to those who were of this view, it should be noted that the 
grant of a corporate charter was then universally regarded as the grant of a 
special privilege potentially dangerous to society, and it was therefore then 
assumed as a matter of course that such grants would be made only spar- 
ingly and would be jealously circumscribed, in each specific instance, by 
restrictions as to permitted size, nature and range of activities, and right 
of participation in the civil liberties enjoyed by genuine individuals 

Whether now, after several generations of unrestrained grant of corpo- 
rate charters and of great development of mass-production requiring large 
economic units for its operation, it is still possible, through proper regula- 
tion and restriction by government of the activities of large corporations, to 
restore an essentially competitive price system, is a question to which I 
freely confess I do not see a clear answer, although I look forward eagerly 
for much-needed enlightenment to those sessions of this meeting where this 
question will be discussed by an exceptionally-qualified group who, I have 
reason to know, have been giving it very serious and disinterested con- 
sideration The only point I wish to make now is that the old dogma, 
that monopoly power is basically the product of governmentally protected 
or sanctioned special privilege and will not survive on a large scale if such 
special privilege is withdrawn or kept to its practically minimal limits, 
still has sufficient plausibility to warrant further inquiry. It seems to me 
a reasonable hypothesis, one worth examination, for instance, that if much 
of the impressive array of governmental encouragements to monopoly 
could be removed, or, where removal was impracticable, if government 
regulation were directed to foster cyclical patterns of price-behavior fol- 
lowing the competitive pattern, the chief evil product of monopoly, the 
price-inflexibility problem, would shrink to easily tolerable dimensions. 

Consider for instance, some of the elements in the prevailing pattern of 
government relationship to monopoly and to price-inflexibility Promiscu- 
ous issue of wide-open corporate charters by the states, until within the 
last year or two slack and faint-hearted enforcement of the anti-trust laws, 
already gutted by court sabotage; protection of monopolistic price-struc- 
tures by the federal tariff, positive encouragement of monopolistic price- 
practices by such legislation as the N R A. act, the Webb-Pomerene act, 
the Guffey Coal act; so-called ‘Tair-trade” laws which compel business- 
men to act as if they were monopolists even if they wish not to; concealed 
protection of monopoly by doctored building and other ordinances; tacit 
encouragement to monopoly through acceptance in government contracts. 
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systematically and without protest, of identical bids and of list prices higher 
than even the monopolists can obtain in what remains of the open market; 
approval, and even enforcement, for regulated industries such as rail- 
roads, of rate policies which make rates behave even more perversely, as 
far as cyclical flexibility is concerned, than the prices of unregulated mon- 
opolies, encouragement to and protection of labor monopolies, deliberate 
schooling of agriculture in the pleasures and profits of monopolistic be- 
havior. 

The record of government encouragement to monopoly, when looked at 
in conjunction with government's spasmodic efforts to enforce competition 
and its intermittent clamor against monopoly, reminds me, and justifiably 
so, of an old cartoon I once saw, depicting a political demonstration in 
the streets of London, in which the determined-looking marchers carried 
two banners, one of which bore the slogan, *'NO MONOPOLY!" and the 
other the slogan, ^‘NO COMPETITION’" 

All that I suggest, therefore, with respect to the dogma that free com- 
petition can substantially survive if government gives it due protection 
and encouragement, is not that its validity under modern conditions is 
obvious, but that we have not the right definitely to reject it before it has 
been given an honest and thorough test. 

As a final illustration of the possible survival of usefulness of old dogmas 
which were the product of the long view, I cite the proposition that the 
timidity of capital makes the maintenance of "business confidence" neces- 
sary if investment is to be maintained at the level required for sustained 
prosperity According to this dogma, the capitalist will hoard his own 
money, or will send it abroad — be there any safe place to send it — and 
will refrain from borrowing other people’s money for investment purposes, 
if even a faint shadow is cast on the political security of his investment 
The spokesmen for capital have found this dogma very much to their 
liking, and have been claiming for some six years that a political shadow 
has been cast over the security of their investments, and that this has been 
responsible for the low rate of new investment, and consequently for the 
persistence of depression To reinforce their claims, they have done their 
trembling in public, with vocal accompaniments. 

There is no specific invocation of old dogmas, I understand, which the 
economists of the new enlightenment regard as more absurd, more insub- 
stantial and unsubstantiated, than the claim that the timidity of investment 
capital under the impact of political fears has been a significant factor in 
causing the low rate of new investment of the past six years or so. The 
capitalist, they agree, is a timid beast, but they assert that it is only the risk 
of loss he is really timid about He invests, they say, when he sees a clear 
chance of profit, and hoards when he doesn’t, regardless of whether the 
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government of the day is stroking his fur or barking at him. They point 
out that the annual volume of new investment was even smaller in 1931 
and 1932 than in any year since 1933, although if in these earlier years 
political shadows were being cast on the security of investment they could 
not have been more than mere foreshadowings of prospective shadows 
They cite also the substantial recovery of the new investment level in 1936- 
37, when capital was still insisting that it was scared They have even 
produced a statistical proof that ^'confidence" has nothing to do with the 
volume of investment, which takes the form of a demonstration that the 
rate of investment is so highly correlated with the rate of retail sales or 
of consumers’ spending that no other factor need be invoked to explain 
Its major fluctuations 

To my perhaps naive mind, the dogma still carries some shreds of 
credibility, despite those weighty inductive refutations As I understand 
it, the dogma is not that the degree of confidence in the intentions of 
government with respect to invested capital alone governs the rate of in- 
vestment, but merely that some minimum degree of such confidence is a 
necessary condition of the continuance of investment at a high level The 
correspondence of the rate of investment with the rate of retail sales seems 
at least as available to support the thesis that the rate of investment deter- 
mines the level of national income, to which thesis even the most timid 
capitalist will happily subscribe, as to support the argument that the rate 
of spending of income governs the rate of investment But the only prac- 
has any designs on capital, it would be wiser to bite before and bark after- 
tical lesson I care to draw from the possible validity of this dogma of the 
timidity of capital in the face of political threats is that, if government 
wards, if bark it must 

I hope — but do not expect — that I shall not be misunderstood as holding 
that full and invariably appropriate guidance for government policy under 
present-day conditions can be found in the old dogmas or in what could 
until recently be called "accepted" economic doctrine I know no economist 
who would take this position, and if one were to be found I should agree 
that he was trying to make a fool's paradise out of his private ivory tower 
My claim is much more moderate and, I hope, much more sensible What 
I contend is that for various reasons, but chiefly as a psychological re- 
action to the impact of continued and acute depression, some economists 
have been discarding too indiscriminately their inherited intellectual ballast, 
with the result that they sway too easily with each passing wind With 
apologies to you for the form in which I state my claim, I contend merely 
that there is life in the old dogmas yet. I concede that new light is needed 
and all that I ask is that our minds be kept open to acceptance, strictly and 
only on their merits, of both the old lights and the new. 

Nor do I ask for a sympathetic hearing for the old dogmas in the belief 
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or desire that such a hearing would lead to a cessation or even slowing- 
up of the present endeavors to find remedies for prevailing evils through 
positive government action. Obedience to some of the old dogmas would 
in fact lead to an intensification of governmental action As far as I am 
concerned, I have been much more impressed by the undue inertia of 
government in the face of acknowledged evils than by its rash venture- 
someness in action, although I think I have seen both qualities displayed 
It IS not a middle way between action and inaction, therefore, which I 
urge. It has been said that throughout all the history of man Confucius 
alone succeeded in making the middle way either emotionally exciting or 
intellectually stimulating, and I have my doubts even about Confucius As 
many persons who appeal to the middle way use the term, it really be- 
comes a disguised plea that we should halt between the premises and their 
conclusions. That is not what I am pleading for Let evils be dealt with, 
promptly and decisively. But in choosing the manner and direction of 
action, let us pay heed to the old as well as the new wisdom, and let us 
especially beware of old poisons in new bottles 

Jacob Viner 


University of Chicago 



ACHILLES’ HEELS IN MONETARY STANDARDS 

The international gold standard fell in an epidemic of Midas' disease but it was at- 
tacked through its own Achilles’ heel. The attempt to maintain a fixed price for any com- 
modity which may rise, but not fall, in money value, is, in the long run, all but hopeless 
Important paper currencies were stronger than the gold currencies so long as they were 
kept flexible in gold value but they became at least as vulnerable as any gold currency 
when a relative fixity of exchange rates was sought and, still more, when a rise in their 
gold value was precluded and a fall regarded with equanimity or deliberately designed A 
flexible exchange value of a currency, within a not very narrow zone around the "point of 
equilibrium," is essential to forestall the success of bear speculators and defeat of the 
exchange policy The vulnerability of a currency to speculative attacks is coeval with other 
weaknesses in any currencies yet adopted A money with a goods, rather than a gold, reserve 
offers the greatest promise not only of invulnerability but also benefaction 

The international gold standard has now, for some years, been moribund, 
if not dead It is true that the United States, in somewhat unconvincing 
fashion, still proclaims its adhesion and allegiance to the royal metal. So 
far, however, as money is concerned, it is in no better state than China used 
to be when it had a metallic monetary standard (silver), of equal virtue 
with gold, maintained in isolation from the rest of the world 

For many decades the allegedly outstanding advantage of the gold stand- 
ard was its international character. One or the other (or both) of the great 
international currencies, the pound sterling and the dollar, was always 
synonymous with gold, and adherence to gold therefore meant stable ex- 
change rates against at least one of these important currencies With the 
general abandonment of gold standards, the advantage of automatically 
stable exchange rates is now lost except, possibly, for the dollar as against 
the Belgian franc ^ In purchasing power, gold has not, over a lengthy pe- 
riod, been more stable than silver, and it has not been as stable as a well- 
managed paper currency The maintenance of a gold standard which is no 
longer used in the bulk of international transactions therefore involves 
gold-standard countries, in equal degree with silver or paper-using nations, 
in the uncertainties of exchange, and, in possibly greater degree, in the un- 
certainties of price levels No authentic gold currency, nor any potential 
bloc of such currencies, is likely to take the former or present place of 
either the pound or the dollar in international transactions, so that, while 
present conditions continue, the dollar or any similar near-gold currency is 
subject to all the exchange vicissitudes which affect its neighbors. Gold has, 
moreover, rather less potential stability in real value than of yore There 
now seems little reason, therefore, for giving gold a place, of rtght, in our 
monetary system. 

The international gold standard fell in an epidemic of Midas' disease 

‘Exchange rates are, of course, a two-sided matter and no stability of any one cur- 
rency, in gold value or anything similar, will now, of itself, provide stability in the rate 
of exchange against other currencies The Belgian currency, however, is, rather uncertainly, 
tied to gold , and the dollar-belga rate is substantially stable 



Achilles^ Heels in Monetary Standards 


17 


but it was attacked through its own heel of Achilles With the value of 
gold steadily rising in terms of commodities, from 1929 to 1933, every 
shrewd trader avoided converting gold into goods or into gold currencies 
(which might very probably fall, but could not rise, in gold value) and 
sought the opposite course of converting goods and currencies into gold 
To buy goods with gold, or gold currencies, was to invite a loss of money. 
To hold what were, in all probability, merely ad tnterm gold currencies was 
likely to be still more disastrous. The result was such pressure to secure gold 
as made the world forget that, if man cannot live by bread alone, he has 
still less chance of living by gold. 

Since production and trade depend upon the spending, and are paralyzed 
by the hoarding, of money, we were brought to the brink of economic as 
well as monetary collapse So long as a true gold standard was maintained, 
and gold prices kept on falling, the malady of hoarding tended to persist 
The hoarding of gold caused a manifold contraction in paper surrogates 
Gold hoarding thus fed upon itself, the appetite grew with eating, and, as a 
result, our substance disappeared 

When gold first came to be used as a medium of exchange it did not 
differ in any fundamental way from any one of a number of similar com- 
modities, Even so long as gold was the principal medium employed in the 
typical exchange of goods for money it retained most of its commodity 
aspects But the establishment of gold as the de jure monetary standard 
(instead of the de facto standard it had originally been), and, more par- 
ticularly, the growth of supplementary media of exchange, such as con- 
vertible bank notes and bank credits, gradually set up a vitally important 
distinction between gold and all other commodities 

Governments adopting the gold standard agreed directly or indirectly, 
and without any reservation as to amount, to give a fixed weight of gold 
per unit of convertible legal tender to all persons presenting such legal 
tender at the designated place of redemption ^ The consequence was that, 
however great the demand for gold, its price, in the surrogates actually 
used as money, could not rise When the money price of gold could not 
rise, while its value in terms of commodities was soaring, the note-issuing 
authorities were thrust into the uncomfortable position of guaranteeing to 
sell, at a fixed price per unit, unlimited quantities of a metal of steadily 
rising real value The gold was then, in fact, rising even in money value, 
though the pecuniary machinery prevented this fact from coming to ex- 
pression in price.® 

* The redemption, in the first instance, was usually done by private banks for their own, 
as well as for the government, notes, and for deposit credits This was a matter of con- 
venience only The ultimate responsibility lay with the central note issuing authorities who- 
ever they might be 

"The distinction between "money value” and "price” is, no doubt, esoteric but it is 
real Money value and price are synonymous when price is established through freely 
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The position was tenable so long as bank notes were practically gold 
certificates, with a very high percentage cover (as was substantially the case 
with Bank of England notes from 1844 to 1914), or so long as bank de- 
posit credits were not used in any large measure as a medium of exchange 
But, as banking in fact developed, the monetary system was put on a pre- 
carious base. 

It is a commonplace that the supply of gold responds comparatively slowly 
to increases in its value. There is little tendency therefore toward a checking 
of any sudden rise in the value of gold through an early increase in output, 
and, as has already been noted, there is no tendency whatever, under gold 
standards, to check demand through a rise in price. 

The greater the hoarding of gold the higher will its value ascend, es- 
pecially when the redemption of surrogates for gold (whether convertible 
paper or bank deposits) reduces the total supply of money The use of gold 
bars as monetary reserves furthers this process since the gold bars when 
paid out can obviously not enter the domestic monetary system If an at- 
tempt to maintain a stable reserve ratio is made, the reduction in the total 
supply of money, in a partial reserve system, is extreme Gold hoarding then 
has a multiple effect, augmenting the decline in velocity by a great diminu- 
tion in the quantity of money With the consequent sharp rise in the value 
of gold, the obligation of the guardians of a gold standard to pay it out at a 
fixed price constitutes a bonanza to the hoarder If the standard can be broken, 
the hoarder is likely to be still further profited Hoarding of gold, unlike that 
of almost any other commodity, thus tends to justify itself indefinitely, and, 
given sufficient impetus, to proceed without restraint until the conditions 
which favor it are removed by the general abandonment of the standard and 
the refusal to sell gold further, at a fixed price, if at all ^ 

If no question arises as to the possibility of future as well as present con- 
vertibility, without devaluation, of a gold-standard currency, people will, 
of course, be content with a paper representative in heu of the gold itself. 
The commodity value of any convertible paper currency must of course 
move pan passu with that of gold If both are rising, commodity purchases 
will tend to be eschewed, and economic life, in consequence, will languish, 


withdrawable bids and offers on a flexible price basis The value of any commodity so 
bought and sold is, to both the marginal buyer and the marginal seller, substantially identical 
with the price established But, with a commodity which one of the parties is bound to 
buy or sell in unlimited quantities at a fixed price, the money value of the commodity to 
all buyers and sellers may, in given circumstances, be either greater or less than the price at 
which transactions are carried on 

*The phenomenon is essentially that of a "corner'’ and "corners" are, of course, not as 
rare as they might be But "corners" in ordinary commodities are dangerous to the cornerer, 
since rising prices tend to educe unmanageable supplies This is not so true of gold A 
closer analogy with gold is a corner in a stock, definitely limited in amount, in which there 
IS a large short interest The price of such a stock, in the absence of intervention, might go 
to almost any height 
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but confidence in the currency will nevertheless prevent any great strain on 
the issuing institution But when people are not sure of future, as well as 
present, convertibility, the drive against gold currencies becomes acute. 
Bear speculators are then presented with that rare, and greatly desired 
phenomenon, a "sure thing " They cannot lose by converting any gold 
currency into gold since there is not the slightest chance of advaluatton 
(the raising of the gold content) of the currency unit while there is a very 
good chance indeed of devaluation or other form of decline in its power 
to command gold Sure things never lack enthusiastic takers Speculators, 
moreover, as the term is here used^ are a numerous and powerful class, 
including, at least, such foreign banks as are shrewdly administered. 

This IS why the position of all gold currencies was shaky so long as the 
bulk of the world’s gold was not, as now, concentrated in a single country 
practically unique in its adherence to gold. Such concentration, however, 
precludes the maintenance of an international gold standard We are, there- 
fore, forced to the inference that the international gold standard, as we 
knew it in the past, was inherently unstable and that, if it were ever restored 
in the old form, it would almost certainly fall once more It could not stand 
the high liquidity preference prevailing against most currencies as well as 
commodities, in disturbed conditions 

In the years 1933-36 the whole impulse of the passion for gold was 
concentrated on France and the three or four other, much smaller, countries 
which were then maintaining effective gold standards The drive against 
the franc was so strong that, though the Bank of France was still in pos- 
session of an enormous gold reserve, it sought to prevent a drain of gold by 
borrowing To forestall the impairment of its non-earning gold asset, in 
exchange for interest-bearing paper, it was thus forced to the unbusinesslike 
course of incurring an interest-bearing liability This act was a danger 
signal, promptly recognized as such, and increased the eagerness of private 
banks and individuals to turn their French assets into gold while the oppor- 
tunity was still open to them on favorable terms. A corresponding desire 
for gold led holders of foreign paper currencies to bid so high for the still 
convertible French franc (fall of other currencies in terms of francs) that 
the ordinary buyers of francs for the purchase of French goods withdrew to 
a large extent from the market. This increased the balance of claims against 
French gold and, as these claims were pressed, a steady and eventually 
catastrophic drain of gold from France ensued in spite of all efforts to stop 
it. The gold standard simply could not be maintained 

Those concurrent paper currencies which were in little danger of being 
greatly expanded, and whose gold exchange value was considerably below 
the purchasing power parity level, were fundamentally much stronger than 
the franc, and other gold currencies, even though, or perhaps because, they 
were temporarily depressed by the demand for gold. The paper currencies 
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could rise in gold value while the gold currencies, of course, could not 
Such paper currencies were therefore, at this time, more attractive to bulls 
than the gold units It is true that, even where there was little or no decline 
in internal purchasing power, a very sizable drop below the presumptive 
maximum exchange value of a recently defaulted former gold currency (its 
nominal gold value) was necessary to induce bull speculation in sufficient 
volume to balance the bear pressure based on the restricted potential rise and 
the unlimited potential fall in the gold exchange value of the currency. 
But by 1934 this drop had already occurred, in the full probable measure, 
in the case of sterling and the dollar. These currencies were, in consequence, 
more or less consistently buoyant as against the franc They might be driven, 
but not kept, down 

When, however, the monetary authorities in charge of a paper currency 
adopt a rigid policy of preventing a rise, beyond a certain figure, in its 
gold price® (or, what is the same thing, in its exchange value against gold 
currencies) and, still more, when their action forecasts a progressive de- 
cline, the inherent strength which the currency might otherwise possess is 
lost It may, temporarily, be buoyant but it is just as vulnerable as gold 
By this policy the authorities forgo an advantage over the speculator of 
which they might otherwise make glorious use The policy adopted gives 
notice to both bulls and bears that, with the currency at or near the current 
maximum in its gold price, it is dangerous to buy, and safe to sell it, against 
gold. This is probably a factor of some importance in explaining why in 
1937-1939, when sterling was, for lengthy periods, kept stable against the 
dollar. It was consistently heavy in contrast with the buoyancy it had 
earlier shown against the gold franc. 

It IS, of course, always possible to control a rtse in the gold, or gold 
exchange, price of a paper currency by issuing — in exchange for gold — all 
the paper currency which is called for at that price There is no difficulty at 
all, therefore, in preventing the currency from rising above a predetermined 
maximum If the bull movement is very strong, large gold stocks can be 
acquired in this way, as they were acquired in France from 1926 to 1930, 
and later in England. 

But, without the sale of great stocks of gold or their equivalent in 
foreign exchange, and sometimes even with their complete sacrifice, it is 
not always possible to prevent a fall in the gold price of a paper currency. 
To establish a maximum gold price is, therefore, to load the dice in favor 
of the bear speculator whenever that price is approximated The gold price 
of the paper monetary unit can then move only downward, and the currency 
is thus thrust into the same precarious position as is inevitable to the main- 

® This seems to have been the English policy for two or three years prior to 1937, when 
large quantities of gold were acqmred by the British The acquisition of this gold of 
course kept down the exchange value of sterling 
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tenance of a gold standard with limited reserves. If, at the maximum price, 
the bear speculators can exhaust the reserves, or the willingness of the 
authorities to use them, they are bound to win, just as they win when a 
gold currency can no longer be maintained and its gold price falls. Losses 
are graciously forestalled by the official policy. So long as the policy persists, 
short sales can always be covered at no advance in price so that a practically 
costless bear speculation can be carried on indefinitely — with the ever pres- 
ent possibility of a break in the bear’s favor The cumulative force of this 
bear pressure is amply demonstrated in the repeated failures to maintain 
the various levels (not unduly high) set for the exchange value of the 
French franc from 1936 to 1939, and, in the case of sterling, in its sharp 
declines against the dollar, in the spring of 1935 and the autumns of 1936, 
1938, and 1939 

The bear speculator in futures in a paper currency under attack is, in 
effect, a present hoarder of whatever reserves the monetary authorities may 
be using to maintain the value of the currency It hardly seems wise to put 
a premium on short selling, with a correlative discount on buying, and, in 
the presence of a large bear interest, to seek to maintain a fixed exchange 
value and thus reduce to zero the speculative buying of the currency or 
confine it to blind purchases of small amounts by lambs about to be shorn. 

The case is still stronger against a policy of progressive planned reduc- 
tion of the gold value of a monetary unit The bear speculator has then 
only to sell the currency short, for gold, in the confident expectation of 
presently buying it back at a lower gold price He does not, in this case, 
need even patience It is then very likely to be impossible for the authorities 
to control the pace, or extent, of the movement. 

To attempt to achieve anything like absolute stability of the exchange 
value of a paper against a gold currency is, in unquiet times therefore, 
almost certain to prove a tactical blunder ® This is even truer of an attempt 
to secure a trend in a downward direction It is much better policy to seek a 
loose, but not permanent, stabilization within a not too narrow zone If the 
authorities are provided with a sizable stock of gold or foreign exchange 
and are resolute, for the time being at least, in keeping the gold or foreign 
exchange value of their currency from moving beyond fairly wide limits 
about a predetermined but unannounced norm,’’ they will have the bulls 
by the horns and, in other than the usual sense, the bears by the tails. They 
will be able to give a twist to either whenever they so desire 

If the currency rises in value, in gold or some standard foreign exchange, 

•Where the internal purchasing power of the monetary unit is high relative to the 
exchange value at which stabilization is to be attempted, as was the case of the French 
franc m 1926, the blunder may have no serious consequences 

’This norm should be subject to irregular and infrequent change with the object of 
preserving stable mternal purchasing power whenever the foreign gold, or other, currencies 
mvolved prove unstable in this respect 
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above the predetermined norm, the authorities can sell it steadily but not in 
such volume as immediately to check the movement If, on the other hand, 
it falls, they can similarly buy. In so doing they would make money, on both 
sides of the market, at the expense of speculators of undue temerity, and, 
on the assumption that there is an effective forward market, they could 
keep exchange sufficiently stable for all business purposes. The choice of 
the norm must, of course, be reasonably appropriate to the existing, or some 
desired, domestic price level If the price level is to be changed, or if it Is 
changing in important countries abroad, the choice of new norms should 
be immediate and, so far as possible, definitive, or it will be the speculators 
who will have the upper hand The British have shown at times, but by no 
means typically, a disposition to employ their Exchange Equalization Fund 
in the manner proposed 

The present concentration of the bulk of the world’s gold in the United 
States, with the steady accretion to the share of the total stock of gold 
domiciled in this country, has thrust upon the managing authorities of 
important paper currencies, whenever they elect to keep exchange rates 
fixed, the same difficulties which the gold currencies formerly faced The 
figurative Thetis, who perhaps baptized these paper currencies in the Styx, 
apparently repeated the mistake of missing the immersion of the heel Now 
that the value of the dollar determines the value of gold, speculation 
against the paper currencies hinges on the dollar rather than on gold Ex- 
cept on the assumption that we shall deliberately adopt the senseless, and 
pernicious, procedure of still further increasing the dollar price of gold, or 
of denying the right to export the metal, there is no chance of gold rising 
in dollar value There is, however, a very good chance that gold will fall in 
dollar value This would happen if we should even falter in our practice 
(not legally required) of buying gold freely at a fixed price All shrewd 
speculators must therefore prefer dollars to gold, and they have in fact 
sent us gold in stupendous volume in exchange for dollar credits The 
dollar exchange value of the paper currencies, particularly sterling, was 
kept fixed for lengthy periods by these large shipments of gold The British 
authorities have, however, felt unable to sustain the rate indefinitely and, 
on several occasions, bear speculators have, in consequence, been given a 
field day® 

® That the bears have learned to expect a break in their favor is clearly brought out in 
an article (Federal Reserve Board Weekly Review of Pertodtcah, Sept 26, 1939, p 3) 
reproduced from the London Financial News of Sept 6, 1939 The article asserts that, on 
the requirement of the British Government that holders of dollars must place them at the 
disposal of the British Treasury, '’there were abundant offerings of dollars to the authori- 
ties since a large bull position [in dollars, that is, a bear position in sterling] was built 
up before the sterling rate was unpegged ” 

Since the bears were compelled to deliver at the rate of only $4 06 to the £, they no 
doubt secured a good deal of "honey*’ in turning over dollars presumably acquired at 
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If, and as, the gold at the disposal of foreign monetary authorities is 
further greatly attenuated, the exchange value of the paper currencies 
against the dollar will tend to fall farther This will increase the passion 
for dollars on the part of holders of other currencies The material of 
present speculation — gold — is being steadily sunk in our vaults in Ken- 
tucky and, as the available free supply is thus diminished, the intensity of 
demand for gold, outside this country, as a means of getting dollars, is 
proportionately enhanced 

So long as the managers of the managed currency standards attempt to 
maintain a stable rate of exchange against dollars, which means a fixed 
price in their currencies for gold, they are thus quite as vulnerable as if 
they were on the former gold basis The only solution of the problem would 
seem to be the adoption of the policy of reasonably flexible exchange rates 
with the deliberate intent of punishing noxious speculation 

The zone of fluctuation would have to be wide enough to inject in the 
minds of speculators a lively doubt of the intention of the managing authori- 
ties It would sometimes be desirable to let the bears on any depreciating 
currency commit themselves heavily before the ''control" stepped m to 
raise its value The borders of the zone should therefore be not sharply 
defined and the zone itself should be somewhat wider than that which Mr 
Keynes has espoused Its rather indefinite limits would presumably be ap- 
proached only at long intervals 

The weakness in the management of paper currencies up to the present 
time has been a reluctance on the part of the authorities, after a certain 
"equilibrium" has been achieved, to permit any substantial increase in the 
gold exchange value of the monetary unit they control The constant bias is 
therefore toward the depreciation of such currencies against gold exchange 
Except in the case of a steady appreciation in the real value of gold, this is 
not only undesirable on grounds of general policy but it greatly strengthens 
the position of the bears A purely defensive battle against bear speculators 
IS futile It is not enough for the monetary authorities to attempt merely 
to sustain the exchange value of a currency against bear attacks After having 
led the bears into a trap, by permitting the rate to fall under pressure, a 
strong counter-oflfensive should ordinarily be pursued until the exchange 
value of the currency has been driven somewhat above the level prevailing 
when the bear attacks began If such a procedure were followed we could 
rather confidently expect an alleviation of the problem of short-term capital 
movements. 

For purposes of symmetry it should here be repeated that, since a paper 

about $4 70, and the volume of dollars they delivered is evidence of the difficulty of main- 
taining a substantially fixed rate of exchange such as had been in effect for several months 
No doubt the bears felt unjustly treated in that they were not allowed to hold out for a 
still more luscious morsel 
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currency can always, and without difficulty, be kept from rising in value, 
the control of possible bull speculation offers no problem. But bull specula- 
tion should not always be checked In the inevitable vicissitudes of a 
(reasonably) free exchange the monetary authorities can get no help, in 
times of pressure, from a potentially favorable private psychology, issuing 
out of former bullish situations, if the effects of such bullishness on the 
rate of exchange have always been inhibited 

The gold standard is clearly not so sacrosanct as it once was but it still 
commands from Demos, and even more from Ploutos, a somewhat super- 
stitious reverence. If, m deference to this opinion, the international gold 
standard is ever in any form resumed, it would seem that it also should be 
put on the basis of a substantial, and unannounced, spread between very 
partial analogues of the former gold points It is probable that, even under 
the conditions prevailing before the outbreak of the present hostilities, no 
important country but the United States could have maintained a gold 
standard of the traditional type Monetary authorities ought, in any event, 
to guard themselves against the type of speculator who serves no interest 
but his own. 

It IS worthy of note that in Belgium, a country which is alleged to be on 
the gold standard, the monetary authorities not long ago refused to issue 
the permits requisite for the import of gold until the exchange value of the 
belga had risen measurably beyond the gold-import point and the bear 
speculators had been duly punished by being forced to cover their com- 
mitments at a price considerably higher than they had had any reason to 
expect ® One primary feature of the traditional gold standard is rigid ad- 
herence to the letter of the contract under which it is established Belgium, 
therefore, must be held to have abandoned the gold standard it was os- 
tensibly maintaining in order to shake off the bear speculators which, under 
all but very quiet conditions, that standard tends to attract The Belgian 
action was a tacit admission that freedom from bear speculation is more 
important than the standard itself and is also evidence that even a simula- 
crum of the old gold standard could not be maintained in Belgium unless 
the bears were occasionally squeezed and thus rendered a little less pre- 
sumptuous 

The problems with which we have so far been dealing are largely prob- 
lems of controlling the aftermath of controls They would not be present 
if we had a group of pure gold standards with no surrogates for the metal 
in circulation They have their domestic and their international aspects The 
departure from a reasonable approximation to pure gold standards, and the 
introduction of controls, arose partly from inadvertence and partly from 
the inability to attain, or reluctance to permit, a thoroughgoing flexibility 

Cf Weekly Revtew of Pertodtcals, Board of Governors of the Federal Reserve System 
May 23, 1939, p 7 
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in our economy. On the justified assumption that the forces responsible for 
the situation are still effective, our present task is to secure an essential 
minimum of monetary flexibility in ways which will do the most good and 
the least harm 

So far as the domestic aspects of money are concerned, no respectable end 
is served by random or forced changes in the supply of money or by changes 
dictated merely by private, rather than the social, interest. Whether such 
changes occur as a result of hoarding or otherwise, they can be obviated 
by an irredeemable circulating medium with a 100 per cent reserve against 
bank deposit money Such an irredeemable circulating medium might be 
provided by a pure commodity-asset currency but, in present circumstances, 
is more likely to be straight fiat money. Redeemable currency is always 
subject to breakdown and the supply cannot be effectively regulated. Such 
flexibility as it has is perverse The case for an irredeemable currency on 
grounds of invulnerability is clear Such a currency, whether of the asset or 
fiat type, would be inviolable at home 

The superiority of fiat over a commodity money lies in the ability of a 
central monetary authority to regulate the supply at will This should be 
altered in whatever degree is necessary to offset hoarding in the widest 
sense of that term The inferiority of fiat money lies in the possibility of 
abuse of the power of issue All power is subject to similar abuse yet we 
cannot do without it on that, or any other, score This, nevertheless, does 
not close the case against a commodity-asset currency provided it is pure, 
i e , free of anything to be ^'redeemed 

On the international side, the great issue is fixed versus flexible exchange 
rates It is clear that a fixed rate of exchange between any two freely vendible 
currencies cannot for any lengthy period be maintained unless, by accident 
or design, congruent monetary policies are pursued in the two countries 
concerned and their price levels are kept in substantially constant relation- 
ship with one another. In the absence of these conditions a relatively less 
desired convertible currency is certain to be successfully raided and the 
exchange rate broken. 

A series of pure gold currencies, freely exportable, would, of course, keep 
national price levels in constant correspondence with one another. A cur- 
rency of this type could never fall in exchange value against other gold 
currencies whether the latter were pure or not But such a currency can, in 
effect, break down through exhaustion. 

“The recognition of the need for an irredeemable currency explains the agreement of 
opinion between Professor Hayek and me on the desirability of 100 per cent reserves 
against bank deposits (C/ Monetary NaUonaUsm and International Stability, F A von 
Hayek, Longmans Green, London, 1937, pp 73 et seq ) On most other points we are 
poles apart Professor Hayek leans toward a pure gold money while I favor a fiat cur- 
rency He IS adamant for fixed exchange rates whereas they should, in my opinion, be 
flexible Exchange of bank deposits for cash, under the 100 per cent reserve system, would, 
of course, not be redemption of any currency. 
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The nearest thing in modern times to a pure gold currency is perhaps the 
Cuban currency prior to the comparatively recent heavy coinage of silver 
pesos. For nearly three decades the Cubans used American paper currency 
as their money This was, to them, an exact equivalent of a pure gold cur- 
rency, At any time prior to 1933, they might, without any real alteration in 
their monetary system, have had gold, dollar for dollar, in heu of the 
actually circulating American notes At one time the reported circulation of 
these notes in Cuba was in excess of $ 400 , 000,000 This was approximately 
$100 per capita, a figure greatly above that prevailing in this country at 
the time Yet in a very short period, and without having been supplanted 
by any other money, all but $ 25 , 000,000 of this sum disappeared in remit- 
tances to this country From the point of view of internal monetary and 
price stability in Cuba the question may well be raised as to whether the 
fixed exchange rate between the more or less theoretical Cuban peso and 
the dollar did not ruinously facilitate the flight of currency from the island 
It might have been well to have put a barrier against such flight similar to 
that which would be presented by a shift in exchange rates 

If it be granted that irredeemable money is desirable, such a drain of the 
currency as occurred in Cuba seems an effective argument against irre- 
deemability through pure gold standards which, mter se, provide fixed 
exchange rates Irredeemability should rather be established through fiat 
money (now all but universal), with abandonment of exchange rate sta- 
bility. 

The issue of fixed versus flexible exchange rates has three facets the long 
term, the short term commercial, and the short term financial 

As already indicated, flexible rates in the long term are indispensable to 
the pursuit of anything but substantially identical monetary policies m the 
several countries concerned If an international synthesis of monetary poli- 
cies could now be achieved, the discussion might be confined to the general 
merits of fixed as against flexible rates But, since the establishment of such 
a synthesis is, to say the least, dubious, and its maintenance, in the light of 
the situation developed in the preceding pages, still more unlikely, we must 
forgo the notion of permanently fixed rates as a practical probability. The 
only question worth discussing, then, is whether it is more desirable to 
maintain a provisional fixity of rates, with discontinuous alterations from 
time to time as the occasion demands, than to go in for continuous flexibility 

It seems unlikely that such unsettlement as would attend a policy of 
continuously flexible exchange rates would be as disturbing as that which 
is associated with the occasional shifts, of much greater magnitude, in- 
evitable in the absence of a synthesis of national monetary policies Flexible 
exchange rates would not necessarily be any more disquieting to commerce 
than the flexibility in commodity price relationships which we are accus- 
tomed to think essential to the proper conduct of the capitalistic system 
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Even when there is no present deviation from constanqr in the relationship 
between national price levels, the maintenance of merely provisionally stable 
exchange rates probably thrusts on the several national price structures a 
much greater readjustment to alterations in the relative international de- 
mand and supply of goods and money than is associated with a correspond- 
ing readjustment through an appropriate shift in rates of exchange 

Whether or not this is true, international short-term financial movements, 
quite unassociated with trade, now tend to be of such magnitude as, in 
many countries, to require thoroughgoing restrictions as an unsatisfactory 
alternative to fluctuating exchange rates 

A large part of such non-commercial, short-term, capital movements as 
are permitted is motivated by the knowledge ( 1 ) that a given currency is 
being supported in pursuit of a policy of stable exchange rates, (2) that 
any movement in the exchange value of that currency will be downward, 

(3) that it will, in any event, cost practically nothing to shift mobile assets 
to another currency even if, later, they are to be shifted back again, and 

(4) that, if the prospective alteration in exchange rates take place, such an 
operation will show a handsome profit With substantially stable exchange 
rates it is therefore next to impossible to impose an effective damper on the 
speculative movement of short-term funds unless a control on the German 
model IS instituted If, however, the bears on a currency were presented 
with uncertainty rather than a sure thing, it seems probable that the pres- 
sure would be very much lightened and freedom in the exchange market 
could be maintained 

It is often asserted that the greatly increased volume of short-term capital 
movements in recent years, far from being reduced by fluctuating exchange 
rates, is a consequence of them The movement of such funds was promi- 
nent, however, in the period of the resumed international gold standard, 
with fixed rates of exchange, from 1928-1931 The contention is therefore 
untenable It is probable, nevertheless, that the volume of international 
short-term financial transactions would be greater under flexible exchange 
rates than, in fairly quiet times, under stable rates But, though the volume 
would be greater, it would not be concentrated on the bear side of the 
market, leaving the official support isolated on the other side With fixed 
exchange rates the pressure is cumulative until collapse occurs, but, with 
flexible rates, every point of decline in the exchange value of a currency 
would bring added support to it and even transfer operators from the bear 
to the bull side. 

By some opponents of flexible exchange rates it will perhaps be alleged 
that while, as an alternative to more or less rigid control, flexible rates may 
be essential to the curbing of undesirable movements of short-term funds, 
they would nevertheless be so disturbing to legitimate international trade 
and finance as to be out of court. To this objection the reply might be given 



28 


¥rank D» Graham 


[March 


that the choice is not between permanently fixed and fluctuating rates but 
between temporary stability, subject to the shock of sharp change, and a 
more or less even fluctuation. With flexible rates, regulatory action would, 
of course, still be desirable, but it would be on an entirely different prin- 
ciple from that hitherto unsuccessfully practised. Like the present action, 
however, such regulation requires stocks of gold or foreign exchange 

The forward market in exchange which would develop under truly 
flexible rates would, moreover, go far to eliminate business risk and at 
slight cost The present forward market is crippled in that the impulse to 
use it at all fully arises only when the position of the currency concerned is 
precarious Forward exchange operations then become a gamble on how 
soon the fall will occur and how great it will be when it comes No one will 
offer insurance against something which is practically certain to occur, and 
merely uncertain as to time and amount, unless he is paid substantial 
premiums But with truly fluctuating exchange rates, just as likely to move 
in one direction as the other, the total net cost of forward operations, to 
those interested only in insurance, might disappear The gambling motive 
IS so strong that the cost of operation of the forward market is likely to be 
fully borne by the gambling element when the chances of upward or down- 
ward movements in the currency concerned are even, rather than, as now, 
all against the maintenance of the current rate to say nothing of an ad- 
vance The present high cost of forward transactions is, therefore, by no 
means indicative of the cost in a market where chances would be no greater 
one way than the other The spread between spot and futures in such a 
market would, moreover, be much less than it frequently is under present 
conditions. 

There would be occasions, of course, on a trap being set for bears, when 
the exchange value of the currency would for some time move predomi- 
nantly downward After some experience of the effects of the operation of 
the proposed policy had been gained, however, we might expect bull specu- 
lation and ordinary business buying to become active on any marked decline 
This might prevent the baiting of the trap but the trap would not then be 
necessary. Over the long run, and presuming no such substantial change in 
relative national price levels as would, under any system, force an alteration 
of the exchange-rate status, it seems probable that freely flexible rates would 
give greater underlying stability than attends the attempt to maintain rigid 
rates, since the latter are, in fact, punctuated by sizable breaks 

The most puzzling problem of exchange-rate regulation is that of stop- 
ping panic flights from a currency without permitting such a fall in its 
exchange value as would be highly disruptive to the price structure of 
international goods and, by repercussion, even that of domestic goods. 
When bulls cannot be induced to venture in the market under any reason- 

” Evidence of the validity of this statement is furnished by the fact that the public will 
pay to assume what is, at best, no more than an even chance m the stock market 
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able stimulus, a downward movement of exchange may be so strong as t 
exhaust the reserves of the ‘^contror* when, after a tactical drop, the authori 
ties attempt to reverse the direction of the movement. The only recours 
would then be the introduction of rigid exchange control until the pani 
had subsided. Such control would, of course, be still more necessary if ai 
effort were made to keep rates stable — ^unless confidence could thus b 
revived before a break occurred To prevent the occurrence of panics, larg 
reserves are in any event desirable; and, to secure such reserves, it might b 
necessary to keep the exchange value of the currency for some time belo^ 
'‘equilibrium’* level 

Under the system of freely flexible rates the monetary authorities wouL 
presumably enter the market only when the deviations from the curren 
"par,” or norm, had, in their view, become excessive Since the potentia 
profit on bull speculation would at times be large there would not, as ther 
IS now, be any stronger tendency toward private bear than bull operationj 
Private speculation, within the broadened and somewhat indefinite zon 
of free fluctuation, would then exert nothing but a beneficent influence 
just as it did in quiet times under the international gold standard, and intei 
vention by the authorities would, in consequence, be unnecessary. 

The proposed system would, of course, not give anything approachin 
stability of purchasing power to the monetary unit m any country — withoi 
an occasional shift in the norm of exchange rates against gold currencie 
whenever the real value of gold tended to alter To secure substantial st^ 
bility of the value of money, a monetary unit representative of a varyin 
weight of gold seems likely to be the most effective instrument If th 
price of gold is kept unchanged when, in the absence of arbitrary fixatior 
its price would alter, the task of currency management becomes very onerou* 
It is likely to involve, on the one hand, such a depletion of gold reserves a 
to lead to a breakdown of the standard, or, on the other, to such a cumulativ 
plethora of reserves as to be prohibitively expensive. There seems to be n 
reason to add to the necessary difficulties of monetary management the quit 
gratuitous task of managing gold so as to keep its value, and its price, i 
any desired level. There would, by contrast, be no need for any attempt t 
manage the value of gold, even where it was an element in the monetai 
system, provided there was no reluctance toward changing its price. 

Foreign exchange rates against gold currencies of the traditional typ 
would, of course, change in rough proportion to the change in the weigf 
of gold in any such monetary unit, or in the paper currency price of golc 
and the zone of exchange fluctuations would move as a whole But since n 
large change need be made at any one time, exchange rate norms, even aftc 

“ A monetary unit, that is, of the type made familiar by the early work of Irving Fish( 
in this field In the absence of any right of gold to enter circulation, the same effect ca 
be achieved by merely varying the official quotation on gold So far as its real value 
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the shift in the weight of gold in the unit or m the price of gold, would 
tend to settle somewhere within, but toward the margin of, the preexisting 
2one Speculative operations would merely anticipate the change and so 
reduce its magnitude If, ^ ^ , a decrease in the amount of gold represented 
by the dollar, but not by sterling, were anticipated, forward speculators 
would no doubt sell dollars forward against pounds If they carried this 
very far, however, they would so drive down the sterling value of the dollar, 
within the then current zone of fluctuation, that, after the anticipated change 
in the gold ''content*' of the dollar had been made and purchases of dollars 
to cover the forward contrasts were in order, the sterling price of dollars 
might well rise so fast that most speculators would be unable to regain as 
many dollars with their pounds as they had laid out in the purchase of the 
sterling This could readily happen in spite of the fact that the "gold con- 
tent" of the dollar, at the norm, had been diminished The speculators, 
moreover, could not "contract out" of exchange rate fluctuations by moving 
into gold, since they should not, at any time, be able to obtain gold from 
the monetary authorities at the same price at which they could currently 
sell It to them Speculation would thus be held within beneficent bounds 

There would, moreover, be no general tendency to disturb foreign-trade 
relations Movements in gold price levels tend to occur more or less syn- 
chronously, and in the same direction, in all gold-standard countries If 
the movement were upward, and the amount of gold in the compensated 
monetary unit were therefore increased, the price level in the country of 
the compensated unit would tend to remain stable while it was rising m 
other countries The greater foreign exchange value of the compensated unit 
would then enable the country in question to obtain imports, selling at 
higher prices in foreign currencies, at stable prices in its own monetary 
unit, while its exports, stable in price in the home market, would, as a 
result of the shift in exchange rates, sell abroad at the higher prices which 
would correspond with the generally higher price level in the respective 
foreign currencies, which would then prevail 

It would be illusory to suppose, of course, that the price level in a country 
of compensated currency would respond immediately and proportionately 
to shifts in the gold content of the monetary unit This notion, if ever 
widely held, has been exploded by the monetary experience of this country 
since 1933 With a given volume of trade, the price level can so respond 
only as a result of presumptively slow changes in the supply of monetary 
units, or in the rate of monetary turnover, or both The speed of turnover, 
in short periods at any rate, is determined by psychological factors of an 
unpredictable sort The type of currency suggested is therefore fitted to 
iron out the longer trend in prices rather than directly to affect cyclical 
fluctuations. 

If, however, exchange rate norms were seldom altered until after an 
apparently definitive change in relative national price levels was actually in 
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progress, and, eventually, in strict proportion to the change, there would be 
little question of unfair competiton in international trade It would be 
neither easier nor harder for any country to sell, or buy, in any other than 
was the case with the fixed exchange rates, and the more or less steady 
relationship between price levels, which marked the international gold 
standard Exchange rate movements would, in fact, compensate the shift in 
relative national price levels^ with the prices of individual commodities 
varying from the average as they always have 

Without making any such claims to precision in price adjustment as have 
sometimes been advanced for similar systems, this system would probably 
meet the "needs of trade," at a given price level, with exchange rates which 
would fluctuate, in any short period, within the limits of nothing more than 
a tolerably spacious 2one A given gold base would support a larger or 
smaller monetary and credit structure, according as the monetary unit con- 
tained less or more gold (gold was priced high or low) The currency 
would thus be given tlie protection which comes from a linkage with gold, 
but the price level would not be tied to the vagaries in the real value of that 
metal. 

On the assumption that our reserves are gold, rather than dollars, the 
present embarrassment of riches m gold in this country, and the difficulty 
about excess reserves of the commercial banks, would be alleviated by a non- 
definitive downward revaluation of our gold stocks (more gold to the dollar 
or, what is the same thing, less dollars to the ounce of gold) This revalua- 
tion would not require the acknowledgment of any permanent accounting 
loss on the existing gold stock since we could always at a later date make 
the gold worth in dollars whatever we wanted it to be Gold would, so to 
speak, be made a "stock without par value " Since there are practically no 
gold standards left in the foreign world, the revaluation of gold in dollars 
would not necessarily, or even probably, cause a material alteration in any 
important exchange rates; and, since the price of gold would be reduced, 
the present pernicious stimulus to gold mining, which is complicating an 
already awkward situation, would be removed 

If gold like other commodities, instead of being offered at a fixed rate, 
should be suffered to rise in money price as the demand for it increased, 
and if, instead of being later salable at a fixed or increased rate according 
as the gold standard was or was not maintained, it should meet a falling 
market when dishoarding occurred, we should have done something to 
render a gold monetary system less vulnerable, and more useful, than it 
now is. Hoarding, which is not inherently sinful and has its validity, should 
be permitted if the social welfare can at the same time be preserved Dis- 
hoarding, which IS sometimes too readily welcomed, should, on the other 

“ The many facets of the general proposal cannot here be reviewed but it may be said 
that the difficulties are not nearly so great as they will appear to "conservatives " 
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hand, be deprived of its power to induce inflations. A variable price of gold 
would go far toward realizing these ends. 

The advantages of the system proposed, however, are largely negative so 
far as hoarding is concerned and would, at best, make it innocuous. It is 
possible, nevertheless, that properly controlled hoarding and dishoarding 
of money might be made a positive factor in stabilizing economic activity. 
Gold is advocable as money only because of our gross ineptitude in pecuniary 
matters Over and over again, in history, we have sought, by way of debt 
money, to improve on gold, but lack of capacity long to handle with any 
prudence an outright debt money has forced a reversion to a standard which 
IS satisfactory only in default of a better If, however, our lack of rectitude 
in pecuniary matters compels us to have an asset money, the clear logic of 
the situation is to set up a type of asset money which will promote a stable 
economic activity rather than one which thrusts our economy into a malaria 
of alternate chills and fevers with more or less persistent lassitude 

A more ideal, and perhaps a more feasible, money of this type than gold 
could ever be, has been recently proposed, with elaborate detail, by Mr 
Benjamin Graham His proposal deserves the most serious consideration 
He suggests, in effect, that 100 per cent monetary reserves be held in the 
form of a wide range of storable commodities, deliverable to and by the 
central bank, in composite units at a fixed price in money Whenever the 
preference for liquidity in the community waxed, and prices tended to fall, 
arbitrageurs would be impelled to deliver the composite commodity units 
to the central bank in exchange for their fixed value in money Production 
would thus be spontaneously maintained over a wide field of economic 
activity instead of being somewhat stimulated in the single narrow field of 
gold mining and retarded everywhere else Whenever, on the other hand, 
the preference for liquidity in the community waned, and prices tended to 
rise, inflation would be forestalled by the redemption of money in the 
composite of commodities held as reserves by the banks Over-investment 
in specific lines would, moreover, be avoided by the maintenance of general 
price stability 

This, one can assert with some confidence, is a theoretically desirable form 
of money and the only significant question is that of practicability It is to be 
noted that Sweden, which was the first, if not the only, country to alter the 
price of gold to check a 'gold inflation” and to acquire goods rather than 
gold, appears to be maintaining its leadership in emancipation from outworn 
pecuniary tradition by the use of commodities other than the precious metals 
as a monetary reserve This may well be the first step in a revolution in 
monetary practice which could eventually render our pecuniary systems not 
only invulnerable but benign. 

Frank D Graham 

Princeton University 

Cf Storage and Stability, McGraw-Hill, New York, 1937 



MONOPOLY ELEMENTS IN RENT 

The concept of land ownership as a monopoly is old, but it reappears in new and 
altered form in Professor Edward Chamberlin’s theory that urban rent is a purely 
monopoly income, while agiicultural rent is purely competitive This theory, based on a 
confusion of the markets for retail goods and agricultural products, on the one hand, 
and the markets for retail sites and jarm lands, on the other, seems definitely invalid 
The markets for both retail sites and farm lands are imperfectly competitive, and the 
rent, in both cases, is an imperfectly competitive return 

Land ownership has often been referred to as a monopoly Adam Smith’s 
well known dictum that "the rent of land . . is naturally a monopoly 

price” was followed, in some cases with modifications, by Malthus, Senior, 
J S Mill, Henry George, and by a few recent economists This doctrine 
has not hitherto met general acceptance, but Professor Chamberlin has 
recently given it new prestige in his Theory of Monopolistic Competition 
in which he has formulated the novel theory, that while agricultural rent 
IS a purely competitive return, urban rent is a "pure monopoly return 

Professor Chamberlin finds many differences between agricultural land 
and urban land, and between agricultural rent and urban rent He contends 
that a business site confers no advantages analogous to superior fertility in 
agricultural rent, that one site "is capable of producing as large a quantity 
of retailing services as another — there are no differences in fertility and no 
scarcity whatever of the best land in this respect”, that marginal and sub- 
marginal land anywhere — practically free land — is as "fertile for selling 
purposes” as the best shopping site in New York City Urban rent, which 
is entirely location rent, is quite diflFerent even from location rent of farm 
land, for the location rent of farm land is due to differences in the cost of 
transportation to the market, but the urban land "carries its market with it ” 
The market for agricultural products is purely competitive, allowance being 
made for differences in transportation costs; there are many buyers and 
sellers, as required for pure competition, and any seller can dispose of an 
indefinitely large amount of product at the prevailing price "The retail 
market, on the other hand, contains monopoly elements, for the factor of 
convenience differentiates the product spatially ” Since buyers do not move 
about with entire freedom, the owner of any particularly convenient site, 
according to Professor Chamberlin, has a monopoly of the use of the site, 
and receives a monopoly rent His site affords a market which is, to a degree, 
distinct from the whole; and the amount of product he can dispose of at 
the prevailing price is not indefinitely large — as in pure competition 

It is not difficult to agree with much of Professor Chamberlin’s argument 
It is quite true that the advantages afforded by good business sites are dif- 
ferent in some respects from those afforded by good land, that low-rent sites 

‘Third ed , pp 112, 113, and Appendix D Professor Chamberlin considers only the 
rent of agricultural land and of urban land devoted to retailing 
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are not poorer than high-rent sites in the same sense that marginal agri- 
cultural land is poorer than good agricultural land; that the owner of a 
particularly convenient urban site is a monopolist with respect to his own 
site, to the extent that it is differentiated from all other sites. For reasons 
that will presently appear, we may concede that the rent of urban land may 
include a more important element of monopoly than that of agricultural 
land, but even this is doubtful. 

Much of Professor Chamberlin's analysis seems, nevertheless, to be im- 
sound, and his general conclusions entirely invalid Throughout his analysis 
there is a confusion of the market for products of land and the market for 
the land itself. He is concerned with the differences between the farm busi- 
ness and the retail business^ and with the differences between the pricing 
process for farm products, as contrasted with retail goods. As in his general 
theory of imperfect competition, he states that the market for farm products 
is purely competitive, while the market for retail goods is imperfectly com- 
petitive; and apparently from this he proceeds to the conclusion that the 
market is perfectly competitive for agricultural land, and imperfectly com- 
petitive or purely monopolistic for urban sites. (Just how he proceeds to 
the conclusion that urban rents represent ^*pure monopoly," the writer is 
unable to make out, and he is also unable to understand how there could 
be any pure monopoly.) In Professor Chamberlin's analysis little attention 
IS given to the land market, in which rents are determined 

His conclusions, even as to the products markets, seem to the writer to be 
only partially valid. There is clearly an error in the first assumption here — 
in the assumption that the market for farm products is purely competitive. 
The markets for such staple commodities as wheat, cotton and corn ap- 
proximate this fairly well, yet with important qualifications If we think of 
the wheat market, for instance, as the place where the farmer sells his 
wheat, there is of course a strong taint of monopsony, or duopsony, or per- 
haps of oligopsony, in the market; for there is often only one elevator, and 
there are seldom more than two or three, within easy hauling distance At 
one time the grain elevator was one of the mid-West farmer's most hated 
monopolies. This would not be the ordinary conception of a market, to be 
sure, but when we turn to the grain exchange we find again that the pic- 
ture of perfect competition does not fit the facts Standardization of wheat 
is not perfect, for there are some variations in quality within a given market 
grade Millers do not buy wheat of a given grade indiscriminately, but, for 
at least a part of their needs, buy only after inspection and testing Such 
other farm products as tobacco, fruit, livestock, poultry, eggs, milk, butter 
and cheese are by no means so standardized as to meet the requirements of 
a perfectly competitive market. There are, furthermore, definite elements 
of monopoly m the markets for agricultural products on the demand side, 
for tobacco, livestock, flax, often for milk and some other products; and on 
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the supply side, for some kinds of fruits and nuts, and sometimes for milk. 
Even where there are many producers and many consumers, there are often 
monopolistic elements in the middleman’s functions.* 

In his discussion of the retail business. Professor Chamberlin comes to 
even more questionable conclusions. The statement that * 'urban rent arises 
from the products of lands of the same grade being sold in different mar- 
kets” raises two questions* a minor one, to stress which would be cavilling — 
why "the products of land of the same graded” It seems obvious that the 
products of lands of all grades are mixed beyond possibility of identification 
A more important question arises from the assumption that different re- 
tailing sites are different markets. To the extent that they are really different 
markets, the retailer on each site would be a monopolist; yet his store could 
scarcely be called a "market,” as economists use that term, any more than 
could the local elevator at which the farmer sells his grain. 

Much of the discussion of "spatial monopoly” in recent economic litera- 
ture stresses too much the monopoly element in retailing It is true, as 
Professor Chamberlin states, that the advantages afforded by different sites 
"are dependent only in part on relative volume of business,” that "other 
factors are the prices which can be charged, and the type of business which 
can best be conducted on the location.” The demand curve for goods sold 
on any site is not a horizontal line, but slopes negatively. The retailer on 
such a site can mark his goods at various different prices, and sell different 
amounts of goods; and presumably, like any seller under imperfect compe- 
tition, he will fix his prices at the point which will yield him maximum net 
revenue Yet various considerations indicate that the slope of the demand 
curve is not very steep, and that competition and not monopoly should be 
stressed here. 

In the first place, although different stores, and different sections of the 
shopping area, appeal to different classes of people, offering different 
qualities of goods and grades of service, quality of goods and service con- 
sidered, prices cannot vary much Logic would suggest that they might be 
higher on the high-rent sites, where the greater crowds are, and where 
therefore the demand curve should have the steepest slope; yet there is 
certainly no evidence that prices are higher on these sites. Operators here 
evidently think of their advantages mainly or entirely in terms of volume 
rather than price. Anyone who observes shoppers flitting from one store 
to another will get the impression that prices charged on different sites are 
given rather careful scrutiny. This scrutiny is likely to be effective with 
respect to the many branded and perfectly standardized goods sold at retail 

A second consideration indicating that the slope of the demand curve 

* On the monopolistic elements m agricultural markets the writer has used a study on 
Monopsony and Monopsontsttc MarketSf by Mr Ross Robertson, of the department of 
economics at Kansas. 
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facing the operator on a high rent site does not slope much, and that com- 
petition should be stressed rather than monopoly, appears when we analyze 
the crowds of shoppers who are responsible for high rents Professor Cham- 
berlin, like many other writers on this subject, seems to assume that these 
crowds just happen to be in the high-rent shopping districts To some extent 
this is true To some extent, the large crowds are there because of im- 
mobility, or because they are “impeded’' in their movements The proximity 
of hotels, the confluence of street-car lines, perhaps many other factors, may 
mean that there are considerable numbers of buyers here, although these in 
turn may be here because there are good stores in the neighborhood That the 
location of the shopping district of a city is to some extent determined by 
the distribution of the population through the city is indicated by the fact 
that shifts in the distribution of population usually bring shifts in the 
retailing districts To some extent, the buyers do happen to be there, and 
the operator on a site faces a negatively sloping demand for the products 
sold there which will enable him to exploit them through higher prices 
than those generally prevailing on inferior sites He may take advantage of 
the fact that they are “impeded” in their movements 

But to some extent buyers come there, overcome their “impediments” in 
order to be there, presumably because they find there advantages in the 
price of goods — or in the quality, or service, or selection available, which 
are dimensions of the price, and to that extent it is clear that the operators 
on expensive sites face a demand curve which, within the limits set by the 
rationality of buyers, is horizontal They induce people to come by offering 
prices at least as low as those of competing sellers on less expensive sites, 
and their advantage over the sellers on poorer sites — the advantage for 
which they pay high rents — is measured largely, if not entirely, in terms 
of volume of business The division of the retailing area of a city into dif- 
ferent markets, while interesting in its theoretical aspects, offers a distorted 
and unreal picture of the retail business. 

The statement that “there is no extensive margin in urban site rent” is 
consistent with Professor Chamberlin's theory that urban sites yielding 
different rents are really different markets. He argues that the costs of 
producing on low-rent sites are not higher — as they would be on marginal 
agricultural land — but rather that “the market they afford is smaller “ Here 
there is apparent unwillingness to recognize urban uses as proper uses 
of land. Urban land “produces” only in the sense of affording “buyer con- 
tacts”; and the low-rent sites afford fewer buyer contacts than the high-rent 
sites — just as marginal agricultural land produces smaller crops in propor- 
tion to the amount of labor and capital employed Just as a given amount of 
labor and capital will yield more produce on good agricultural land than on 
marginal land, so will a given amount of labor and capital yield more mar- 



1940] Monopoly Elements in Rent 37 

keting services on *'good’* urban land than on '*poor** land Just as increased 
demand for farm products leads to an outward shift of the extensive margin 
and more intensive use of the superior land, so does an increased demand for 
retailing services lead to a shift at both points Marginal agricultural land 
is land that will produce barely enough products to pay cost of production; 
and surely there is logic in saying that marginal urban sites are sites which 
yield barely enough business to pay costs, including no rent. Or, if we must 
be meticulous, we may say that marginal land, in both cases, must pay a 
small rent, to turn it from the next lowest use. 

Turning now to the land market and the rent of agricultural and urban 
land, we find a similarly inaccurate picture There is no necessary connection 
between the products market and the land market, as far as monopoly is 
concerned, in either agricultural or urban lands Monopolistic or monop- 
sonistic elements in the market for a farm product may not affect the land 
market at all If the tobacco manufacturing industry were highly competitive, 
the market for tobacco land would be no more competitive than it now is 
Cooperative monopolies in the marketing of some kinds of fruits do not 
generally affect the land markets in any way The market for farm products, 
on the other hand, might conceivably be purely competitive, and the land 
market highly monopolistic This would be true, for instance, if a single 
land owner owned all the corn land, and rented it to a hundred thousand 
farmers It is possible to conceive of a situation, similarly, where a single 
monopolist owner might own all the land in a city, yet the retail business 
would be as competitive as it is now. In such cities as Gary and Pullman, 
such a situation exists Any city which socialized its land would be a mo- 
nopolist owner of business sites, but such socialization would not affect rents 
or the retail business in any way, unless the city held some land out of use 
Much of Professor Chamberlin's discussion of the markets for farm prod- 
ucts and retail goods seems irrelevant to the problem of rent 

It is true that a city is a peculiar institution, in its relation to land From 
one point of view, it appears that most of the people are there because the 
others are there, for the purpose of transacting business of various kinds, 
yet there is usually a fundamental geographic basis for the location of cities, 
and for the ‘‘market productivity” of urban sites, a basis analogous to the 
fertility of good agricultural land. The unequalled harbor of New York 
City, the river junctions at Kansas City and St Louis, the lake site of Chi- 
cago, are such geographic bases, and the land near such strategic geographic 
points is highly productive of marketing facilities — of “buyer contacts” — 
somewhat as good agricultural land is productive of crops Professor Cham- 
berlin states that “urban land carries its market with it,” but perhaps it 
would be more accurate to say that it is a market, as far as it is devoted to 
retailing. This calls for congestion, and at points of maximum congestion, 
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for very high rent; while there is never a scarcity of land beyond the fringe 
of urban use. 

Much of Professor Chamberlin's analysis of urban rent seems confused. 

If entrance to every portion of a retail field were unimpeded, there would be no 
differences in the rents paid throughout. The impediment of land scarcity where 
customers are most numerous and opportunities for profit therefore greatest 
gives larger returns at some locations than at others — returns which cannot be 
reduced by other sellers moving in to share them ^ 

The idea seems to be that since retailers are ’’impeded” in their efforts to 
engage in business on the scarce, high-rent sites, those who have the use 
of the sites make monopoly profits, which competition forces them to turn 
over to the land owners, as ’’monopoly returns ” Elsewhere Professor Cham- 
berlin notes that the buyers are also ’’impeded,” and with the same results 

The movements of buyers being impeded, the ’’product” of each site contains an 
element of convenience to a certain group, and the seller locating on the site has 
a monopoly of its product, the full value of which he is obliged by the competi- 
tion of others for its use to pay into the hands of the landlord. If buyers moved 
freely over the entire area, as they would if the market were a purely competitive 
one, the differences in urban rent, and in land values would entirely disappear.^ 

In other words, sellers and buyers — not of urban lands but of the products 
sold on urban lands — do not move about with perfect freedom and there- 
fore the entire retail area of the city is not a single competitive market, but 
a number of separate monopolistic markets. As an analysis of the market 
for goods, this seems sound, although exaggerated; but the conclusions as 
to rent do not follow Suppose sellers had free access to the high-rent land, 
and as many as wished to could use such sites, rent would be equalized only 
in the sense that it would disappear, just as agricultural rent would dis- 
appear if an indefinitely large number of farmers could produce an in- 
definitely large amount of farm produce on the best farm in Iowa Such a 
situation would simply mean that the law of diminishing returns was no 
longer in operation, and of course rent would no longer be paid What 
would happen if buyers — of goods — moved freely over the entire retail 
area is difficult to decide definitely, but it seems likely that rents would fall 
greatly; yet some rent would still be paid, and slight rent differences would 
persist Complete mobility in buyers would tend to eliminate rents, for if 
buyers could move freely over the entire retail area they could presumably 
move farther, and cause the retail area to expand to a point where rents 
would nearly vanish Retailers on no-rent sites would be able to get as much 
business as those paying rents, and, with consequently lower costs, could 
pull business to the margin, which would shift outward until rents ap- 
proached zero. Some rent, and differences in rent, would remain, however, 

^Theory of Monopohsttc Competition, 3rd ed, p 112. 

*lbid, p 215. 
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because of the immobility of goods. It would cost something to haul goods 
from termmals to the stores, and since this cost would be slightly greater 
for longer distances, the sites near the sources of supply would command 
rents equal to the differences in the cost of hauling. If rents are to be re- 
duced to equality, or eliminated, there must be perfect mobility of both 
people and goods, but, as a matter of fact, if there were such mobility in 
both, there would remain only two reasons for the existence of cities, some 
people might prefer to live gregariously, and many would want access to 
city utilities. 

All this, however, seems to be little more than begging the question. 
Urban rents are entirely, or almost entirely, location rents, and location rents 
are based largely on immobility of people or goods. Even the location rent 
of farms is based on the immobility of crops — the cost of transportation — 
or on the immobility of people, and would disappear if there were perfect 
mobility of both. 

In all this discussion of the immobility of buyers and sellers, there is no 
mention of the immobility of land^ which is far more important in the prob- 
lem of rent. If the low-rent land could be moved to the high-rent locations, 
and could be stacked up there advantageously — as capital is — then indeed 
rents would be equalized, or eliminated, but land cannot be handled so. 

Professor Chamberlin insists that there is no extensive margin in urban 
site rent- 

This concept has to do with a situation where the product of lands of different 
grades is sold in the same market, whereas urban rent arises from the products of 
lands of the same grade being sold in different markets Low- rent sites are not 
poorer sites in the same sense that marginal land is poorer than the best agri- 
cultural land. The costs of producing on them are not higher , rather, the market 
they afford is smaller Two sites have different rents to the degree that they are in 
different markets, and to exactly this same degree the concept of an extensive 
margin is meaningless as applied to them 

It is quite true that the extensive margin in urban site rent is a different 
sort of concept than the extensive agricultural margin, that low-rent sites 
‘*are not poorer sites in the same sense that marginal land is poorer than the 
best agricultural land”, but what of it^ We might as logically reverse this, 
and say that ‘'marginal agricultural land is not poorer than good land in 
the same sense that low-rent urban sites are poorer than high-rent sites.” 
In the city, land is used for a different purpose — for the transaction of 
business, instead of crop production It “produces” by providing access to 
the city crowds, by providing buyer contacts, rather than by growing corn 
or wheat; it affords “standing room” rather than fertility* but its services 
are quite as essential as the services of farm land Indeed it is in its urban 
uses that we see most clearly the fundamental attribute of land, which, as 
Marshall points out, is “extension.” In its extension, land is most definitely 
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2L peculiar factor, most definitely a gift of nature, unalterable by man. Urban 
rent is easier to separate from other forms of income than agricultural rent, 
and for many purposes serves better as an example of economic rent.® 

The truth appears to be that, with respect to monopolistic elements, there 
is no clear distinction between agricultural and urban rents. The land itself, 
in its physical aspects, is generally the same in both uses The land on Man- 
hattan Island could be used for agricultural purposes, if that were the most 
profitable use; and any farm land could be used for retailing, if it were 
taken into a city. There are of course other uses to which any land could be 
put if conditions warranted* urban residence, manufacturing, wholesaling, 
forestry, or recreation No matter what the use, the rent (or price) of the 
land may be explained on the common principle of supply and demand — 
not for the products or services of the land, but for the land itself. 

Since Professor Chamberlin is concerned mainly with the goods market, 
rather than the land market, he does not take pains to indicate clearly what 
IS his conception of rent — whether he thinks of it as a diflferential surplus, 
of products or of buyer contacts, or as a money payment, but apparently he 
believes that even for urban land, the money payment equals the economic 
rent, and that the entrepreneurs pay the land owners the amount of the 
economic rent. At any rate he states. 

Competition among entrepreneurs to secure these monopoly gains is the force 
which puts them into the hands of the landlords The differential remaining 
(above profits) which is due to the superiority of the profit-making opportunities 
affordeci by one site as compared to another, is rent, and is put into the hands of 
the landlords by the competition of entrepreneurs for the best opportunities 

There is no hint here of any monopolistic interference in the /a^2d market, 
no hint that it is not a perfectly competitive market In fact, if the owner 
of an urban site can get, and must accept, for the use of his site a sum just 
equal to its productivity, in what respect is his market situation different 
from that of a farmer selling wheats He has no more control over his price 
than has the farmer 

This point may be elaborated a little The demand for retailing sites is 
of course a derived demand, derived from the demand for the advantages to 
be gained from the use of the land, advantages in the number and quality 
of consumer contacts — quality referring to the possibility of selling at high 
prices Apparently the entrepreneur lessee, as Professor Chamberlin con- 
cedes, must pay the land owner just what those advantages are worth. If so, 
have we not an approximation of a perfectly standardi2ed commodity, and 
a purely competitive market^ In renting a site, the lessee is buying consumer 

*Thjs classic discussion of the differences between agricultural and urban rents is to 
be found m Von Wieser’s "Die Theorie der Stadtischen Grundrente," published m 1909, 
as an introduction to Mildschuh’s Mtetztnse und Bodenwerte tn Prague, and reprinted in 
1929 in Von Wieser's Gesammelte Abhandlungen The writer ventures no elaboration of Von 
Wieser’s views, but wishes merely to offer an argument against the notion that urban rents 
represent pure monopoly and agricultural rents pure competition 
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contacts, and paying for them at a certain rate, much as if he were buying 
unstandardized gasoline and paying for it according to its propulsive power. 
If there are many sites available, although completely heterogeneous, and 
many bidders for sites, have we not the essentials of perfect competition? 
When we buy homogeneous gasoline at a certain price per gallon, we have 
the standardization essential to perfect competition, and if we buy hetero- 
geneous gasoline at a certain price per unit of power in it, is that not essen- 
tially the same thing^ The bidder in the retail land market may have a 
sentimental preference for a certain site; he may want to be in a certain 
general neighborhood for his particular kind of business, he may want a 
‘grade’* of site proportioned to his “grade” of abilities, but, aside from 
such considerations, it should make little difference to him which site he 
gets, since he must pay in proportion to the number and quality of customer 
contacts that go with it Any site, provided that it fits the specifications men- 
tioned, is about as good as any other, any site, within the limits suggested, is 
an almost perfect substitute for any other. From this point of view, since 
there are many buyers and a considerable number of sites, the retail land 
market would appear to approximate perfect competition. 

The urban land market being thus, in effect, almost purely competitive, 
how does urban rent become a pure monopoly return^ Apparently from the 
fact that the retailing business conducted on the site is imperfectly com- 
petitive “The amount of product each seller can dispose of is not indefi- 
nitely large at the prevailing price. . . . Spatial differentiation results in 
demand curves for the goods of individual sellers which have a negative 
slope instead of being perfectly horizontal ” The monopoly elements in the 
retailing business reflect back on the land and make the rent monopolistic; 
although it was the “spatial differentiation” — due to land — ^which made the 
retailing business monopolistic in the first place There is a strong sugges- 
tion of circular reasoning here, and much of the reasoning can hardly be 
reconciled with the assumption that the land owners receive money incomes 
which measure economic rent accurately. 

Defining rent as the money payment made for the use of the land, in 
order to square it with the general price analysis, let us consider further 
Professor Chamberlin’s distinction between agricultural and urban rent. It 
is clear that agricultural rent is not a purely competitive return as he would 
have it, and urban rent is not a purely monopolistic return, but, on the con- 
trary, both are examples of imperfectly competitive price While the “buyers 
and sellers” — lessees and lessors — of agricultural land are numerous enough 
in the aggregate to make a competitive market, agricultural land is by no 
means homogeneous, but varies greatly as to climate, fertility, location and 
suitability for producing different crops. The agricultural area of the coun- 
try, furthermore, is divided into many local areas which to some extent 
represent distinct and separate markets for the renting of the land, just as, 
according to Professor Chamberlin, the land area of a city does. In these 
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local areas the number of renters and farms to rent may not be very large, 
and rents may not represent anything even approximating competitive price 
Still other factors prevent any very precise adjustment of agricultural rents, 
the heterogeneity in the dispositions of land owners, who differ considerably 
in the zeal with which they pursue their own financial interests; and a simi- 
lar heterogeneity in the dispositions of tenants, with respect, not only to 
their ability as farmers but also their reliability in paying the rent Other 
factors of similar significence are the fact that rent is often paid in kind, 
rather than in money, and the fact that a farm is not only a productive 
agent but a home as well, and therefore not subject entirely to business 
calculations. For all these reasons, farm rent does not conform to the law 
of one price, but, even for land of similar fertility and location, may vary 

The number of retail sites is of course smaller than the number of farms, 
and the sites are more heterogeneous with respect to their productive value — 
varying from almost nothing to the fantastic values on Wall Street — and 
perhaps also with respect to their uses, yet the number of sites suitable to 
most uses is so large that no owner could affect the rent much by withhold- 
ing his land from use, and tlie number of demanders is so large that no one 
of them has much influence on the rent The appraisal of these sites is fairly 
precise, probably more precise than the appraisal of farms Their rents are 
determined in a market where the buyers and sellers are doubtless shrewder 
than farmers, and where purely business considerations operate, for busi- 
ness sites are not used as homes On the whole, it is not certain that the 
market for urban sites is more monopolistic than that for farm lands 

There is a sense m which, indeed, the owner of a business site is a 
monopolist, and his rent pure monopoly, but it is not the sense in which 
urban rents should be considered The owner of the site is a monopolist in 
his ownership and control of his site, if we consider only this one site But 
the renting of a single urban site scarcely suggests a market, in a true sense 
Where there are a number of bidders for the site, the transaction resembles 
an auction, with only one thing to sell. To picture a true market we should 
have to consider more than a single sale as being made, bringing in compet- 
jng sites, and when we do so we see that the site has its substitutes, like any 
other commodity sold in an imperfectly competitive market, and that the 
price or rent represents an imperfectly competitive return. 

Yet our conclusion as to the monopolistic character of urban rent will 
depend on our conception of the fundamental characteristics of monopoly ® 
If we think of monopoly as control over supply, the urban land owner is a 
monopolist, to the extent that his site differs from other sites, but so then 
is almost every owner of a product of nature, for nature emphasizes hetero- 
geneity Man IS the standardizer. If we adopt this concept of monopoly, 
every farm owner is a monopolist, for every farm differs from every other 

•See C J Foreman, “Theories and Tests of Monopoly Control/* Am, Econ, Rev., 
Sept, 1919, pp. 482-501 
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in some respects; every owner of a residence site, or a factory site or mine, 
IS a monopolist; every business-man of unusual abilities, every unusually able 
actor, actress, musician, singer, entertainer, doctor, lawyer, painter, writer, 
journalist and teacher, every artisan, mechanic, or taxi driver of exceptional 
ability or integrity. Every one of these has qualities slightly different from 
those of others of his class, and to that extent is a monopolist. But we may 
say, further, that every man, woman, or child, regardless of abilities, differs 
from every other, and is therefore also a monopolist We may go even fur- 
ther. As any horse trader knows, every horse is unlike every other, in physi- 
cal resources or in disposition, and cattle are far from homogeneous. The 
owners of such animals are presumably monopolists. The category extends 
even to many man-made goods. The writer*s 1928 Franklin car is now 
definitely unlike any other car on the roads, and much of his hand-made 
furniture is quite unique; so he is a monopolist too — on several scores.^ 

Such a concept of monopoly has no great social significance, and does 
not suggest the anti-social character of monopoly. We may well regret that 
there are not a thousand Marian Andersons, a million Edward Filenes, and 
an unlimited supply of the best agricultural land and the most favorably 
located urban sites; but nature and not these “monopolists" is responsible 
for the limitation A monopoly suit in such cases would have to be directed 
against nature, and not against men We may favor heavy taxation of the 
incomes of the owners of such resources; but we should do so because such 
resources are largely unearned gifts of nature, rather than because they 
yield monopoly incomes 

If, on the other hand, we assume that the fundamental characteristic — or 
shall we say effect? — of monopoly is a restriction of production and an in- 
crease m price to the consumer, a characteristic constantly emphasized in 
Professor Chamberlin’s writing, then urban rent has few of the earmarks 
of monopoly. The owner faces no negatively sloping demand curve for his 
land; he cannot consider withholding part of his site from the market, in 
order to lease the rest at a higher figure; he cannot restrict the use of his 
site, but, on the contrary, the higher his rent, the more stories will be built 
on It — the more intensively it will be used — and the more services it will 
render, his rent is not made by reducing services and raising prices to the 
consuming public. He must usually offer his land in competition with a con- 
siderable number of other owners of sites of about equal productive value; 
he must take as rent what he can get, as fixed by demand, by the supply of 
competing sites, and to some extent, perhaps, by higgling and bargaining 
If his site is strategically located, it is even well that it should command a 
high rent, for that tends to insure its use by an able entrepreneur. It is un- 
fortunate that such sites are not owned by the public, but since they are not, 
some one must own them, and in doing so they do not raise many of the 
problems directly connected with monopoly. 

* See The Theory of Monopolistic Competition, 3rd ed , p 112 
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Somewhat the same reasonmg applies to the other incomes which Profes- 
jor Chamberlin classifies as monopoly returns — the incomes of men and 
women of unusual reputation, skill or ability. The able business-man com- 
nands a high income, which is in a sense a monopoly income, yet he does 
lot, like the ordinary noxious variety of monopolist, characteristically skimp 
n the use of his monopoly abilities, but on the contrary is likely to work 
lard, to use his talents lavishly. The great singer, offering his services in 
nstallments at each concert, does indeed face a negatively sloping demand 
urve, and may choose to sing less — ^perhaps only in the larger cities — at 
iigher admission charges; yet on the other hand he is likely to find that the 
)ftener he sings the wider his reputation spreads, and the higher is his total 
ncome, as well as his income for each performance, because he is shifting 
ipward the demand curve for his services The great surgeon is generally 

very busy man. His income is monopolistic, in a sense, but he does not 
;enerally skimp in his use of his talents All this seems to indicate that the 
irdinary evil of monopoly — restriction of supply — is not found here It is 
infortunate that high talents are not more plentiful, but here are the forces 
hat tend to make them as plentiful as natural and environmental limita- 
lons — not monopoly limitations — will permit them to be. There are no 
larriers but those established by nature and environment to admission to 
be classes receiving these incomes It is even fortunate that great talents 
bould command high incomes, not only because high incomes encourage the 
evelopment and cultivation of such talents, as far as possible, but because, 
s in the case of high-rent urban cities, they tend to insure the most advan- 
igeous use of scarce talents. 

The illusion of rent as a "monopoly gam" appears most conspicuously 
1 a growing city, where rents are rising and the general land market is one 
f few sellers and many buyers. In a city of declining population, this situa- 
on IS reversed, and the land owners rent their land on a declining market, 
nth heavy competition on the supply side 

Even if a considerable number of owners of business sites were to con- 
3ire to hold out of use a part of their land — as monopolists in general 
light do — it is not certain that they could raise their total rent, or even the 
mt on the land still employed. When all the land is offered, the land 
wners get a surplus over the costs represented by wages, interest and the 
itrepreneurs' profits This surplus, which is orinarily called rent, Pro- 
sssor Chamberlin calls "monopoly gains." If the land owners held part 
f the sites out of use, and demanded higher rent for the sites still in use, 
here would the increased rent come from^ Not mainly from the profits 
f the entrepreneurs, if we assume that their profits are generally what their 
Dilities would command anywhere. Before they would take much less, they 
^ould move, m the long run, either to other sites in the city, or to other 
ties. From an increase m the prices of goods sold on the sites still in use? 
[o; these prices cannot rise perceptibly above the prices of goods sold on 
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the marginal sites. From an increase m the amount of business done on the 
sites still used.^ Possibly; but why might not the business section of the city 
expand to low-rent and no-rent land, until it occupied as large an area as 
ever, and the rent on the sites still used declined to its former level? It is 
difficult to see how these urban rent monopolists could afford to hold land 
out of use, even if they could act in concert. We have monopolistic combina- 
tions of every kind, but the writer has never read or heard of this kind. 

That the land owners '"love to reap where they never sowed,'" and are 
often able to appropriate income which is earned by others, is indeed as 
true today as it was in Adam Smith's time, but even that does not make 
them absolute monopolists. Professor Paul Nystrom has shown that rent 
increases relatively to profits on passing from smaller to larger cities, and 
on passing from poorer to better locations in a given city, and from this he 
concluded that the land owners absorb a part of the profits of the superior 
entrepreneurs,® The facts seem well established, but it is not theoretically 
demonstrable that the land owners are taking profits from the entrepreneurs, 
or that if they do, they do it as monopolists There is no way of measuring 
the relative abilities of entrepreneurs, except by the amount of their earn- 
ings; and it is impossible to say how much profits they should earn on the 
high-rent sites, except by reference to other entrepreneurs operating on 
similar sites. Perhaps the number of able entrepreneurs is greater than is 
commonly supposed, and those using the best sites are not much abler than 
many others doing business on inferior sites If this should be true, rent 
might absorb a larger proportion of the total income, without taking any- 
thing from profits. Or, it is possible that there are general economies in 
large-scale retailing which raise the rent of favorably located land out of 
proportion to its relative capacity to provide buyer contacts, and the land 
owners will be in a position to get the gains arising from this, gains which 
will smack of monopoly Even if the high returns accruing to the valuable 
sites included some profits wrested from entrepreneurs, they would not be 
pure monopoly returns; for there are a number of sites available to each 
entrepreneur, as there are a number of entrepreneurs bidding for each site 

It appears, in conclusion, that Professor Chamberlin has confused the 
goods market and the land market; that he has given too little attention 
specifically to the land market in which rent is determined; that he has 
exaggerated the differences between agricultural rent and urban rent, and 
has failed to appreciate the analogies between these two incomes; and that, 
finally, as a result of all this, he has come to conclusions that are not valid 
Agricultural rent is not a purely competitive return, and urban rent is not 
purely monopolistic, but, on the contrary, both are determined in an im- 
perfectly competitive market. 

John Ise 

Unt vers tty of Kansas 

* Economics of Retailing, 1st ed , ch vui 



INCIDENCE OF DEATH DUTIES 

Paper presented at a Round Table Conference of the American Economic Association, 
December 28, 1939 

Discussions of the incidence of death duties in economic literature have been, on the 
whole, scattered and fragmentary The Report of the Committee on National Debt and 
Taxation (1927), the Economtcs of Taxation (1924) by Harry Gunnison Brown, and 
First Principles of Public Finance ( 1936) translation, by de Viti de Marco, are among the 
noteworthy exceptions American writers in public finance generally have emphasized the 
descriptive aspects of particular death duties 

No less than four different conclusions of death duty incidence may be distinguished 
These vary from the view that death duties are without burden, provided that substantially 
the whole of the estate is taken by such taxation, to conclusions that the incidence of death 
taxes IS on the predecessor, the successor, or jointly, and in indeterminate proportions upon 
both the predecessor and the successor 

The view of incidence which it is believed may be most strongly supported is that the 
burden of death duties, including taxes directed to the estate as a whole as well as the 
distributive shares, is upon the predecessors Incidence from this point of view is inter- 
preted with reference to the immediate burden of such taxation, and is distinguished from 
the subsequent economic and other effects which result therefrom 

Although of ancient origin^ and of major fiscal importance in the 
modern economy, there has been rather limited consideration, on the 
whole, of the problems of death-duty incidence and economic effects.^ 
An important exception is found, however, in the investigation of the 
Committee on National Debt and Taxation, which directed no small part 
of its attention toward these aspects of the British estate, legacy, and suc- 
cession taxes ^ Customary discussions, particularly in American fiscal lit- 
erature, have established emphasis on the descriptive features of operative 
estate and inheritance taxes. While the usefulness of this approach is not 
to be minimized, it is contended that the importance of death duty inci- 
dence, with its economic repercussions, justifies more than the casual treat- 
ment, apparently, so far accorded. 

In the discussion of the incidence of death duties it will be assumed 
that taxes imposed on or measured by the value of an estate subsequent 

‘See Max West, The Inheritance Tax (New York, Columbia Univ Press, 1908), 
2nd ed , ch 1 , M H Hunter, ‘The Inheritance Tax,” Annals of Am Acad of Pol 
and Soc, Set , vol xcv. May, 1921, pp 165-6, ERA Seligman, Essays in Taxation (New 
York, Macmillan, 1931), 10th ed rev, ch 5 

*Sir Josiah Stamp, in commenting upon contemporary discussions of death duties, 
states that "scientific econom " inquiry into the subject of inheritance from the point of 
view of Its purely econ'^mic effects has thus been very scanty amongst the classical 
economists The economic aspect of the subject suffers from the fact that it has 

nearly always been developed in an environment of political thought rather than scientific 
analysis — of a programme of social change to be formulated or supported ” "Inheritance 
as an Economic Factor,” Econ Jour vol 36, Sept, 1926, pp 347-8 See Hugh Dalton, 
Some Aspects of the Inequality of Incomes in Modern Communities (New York, Dutton, 
1920), p. 283. 

*See Report and Minutes of Evidence (vols 1 and 2), Committee on National Debt 
and Taxation, 1927 (London, H. M. Stationery Office). 
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to the death of the owner, either on the estate as a whole or on parts of 
the estate, establish a common incidence Differences in estate, inheritance, 
legacy, or succession taxes as to legal nomenclature, description, impact, 
taxpayer responsibility, rate graduation (as to size of estate and successor 
relationship), collection procedure, and the like, while of major impor- 
tance in tax administration, are factors which do not exercise any con- 
trolling influence in burden situs In other words, formalized division in 
tax base as between taxes imposed on the estate as a whole and the dis- 
tributive shares, as well as the precise moment and point of legal impact, 
is interpreted as more of form than of substance and without real sig- 
nificance as to incidence. 

The reasons which may be advanced in support of the above assumption 
are, first, the same corpus or body of wealth is the tax object, regardless 
of whether the tax is directed toward the whole or toward the parts. Sec- 
ond, the distinction between the distributive share and the estate as a 
whole, in the application of a tax, appears fundamentally to be a rational- 
ized procedure of variance of the amount of a death duty in accordance 
with current social concepts of justice as found in the legitimacy of the 
expectation and claim of the successor to an inheritance ^ Another factor 
in imposing a tax on the distributive shares, which is of lesser importance 
perhaps, is the administrative practicality of offsetting and correcting in- 
equalities of wealth by rate graduation according to the size of the share 
rather than the estate as a whole In the taxation of the latter (estate as a 
whole) the number of beneficiaries and size of individual bequests are 
disregarded This suggests a substantial element of non-fiscal taxation in 
the inheritance tax as contrasted with the predominantly fiscal character 
of the estate tax. Differentiation of inheritance from estate taxation, there- 
fore, appears to find explanation basically in certain socio-political pur- 
poses which may better be served by employment of a death duty direct- 
ing attention to distributives shares of estates rather than to the entire 
corpus of the estate This differentiation, of superficial importance, appa- 
rently, from an economic point of view, does not seem to impute any 
basic difference in incidence as between the two forms of death duties 
Third, inheritance and estate taxes produce identical economic results 
from the standpoint of the inheritor — ^namely, reduction of the total amount 
which will be received and available to the use of the successor. 

In discussions of the incidence of death cities in eco nomic literature, 
not less than four sharply contrasting views may be distinguished The 
arguments and reasoning which have been advanced in support of these 

* Recognition of the legitimacy of the successor’s claim to an estate finds expression 
in rate graduation in inheritance taxes in some correspondence with the remoteness of 
the blood relationship of successor to decedent The three classes of heirs commonly 
distinguished are lineals, collaterals, and strangers to the blood. 
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several conclusions relating to burden situs differ decidedly m character. 
Perhaps death duty incidence is not as clear or as simple as has been 
argued on occasion * 

One view of the burden of death duties, a view which has not received 
noticeable contemporary support, is that taxes on inheritances, when equal 
to the whole (inheritance), do not constitute either a burden or a tax. 
This conclusion, expressed in 1795 by Jeremy Bentham, was phrased in 
the form of a question: ^^What is that mode of supply, of which the twen- 
tieth part IS a tax, and that a heavy one, while the whole would be no tax, 
md would not be felt by anybody?”^ If this view were sound we should 
have a method, in the words of Professor Glenn Hoover, “of getting money 
From the community without anyone’s feeling the burden” and “if all the 
expenses of government could be provided for in this burdenless way, it 
night seem that the taxpayers’ paradise was in sight Bentham rea- 
)Oned that for taxes on inheritance to involve a burden there must be 
expectation of benefit through the legal right to succeed to estates, that 
hrough expectation only can there be disappointment and hence hardship, 
ind that hardship in the form of disappointed expectation constitutes the 
neasure of the burden attaching to the taxation of inheritances Bentham 
relieved that should the state take all, or a very large part, of the estate 
hrough taxation, then no one would suffer disappointment because there 
vould be no expectation of receiving anything of consequence, and such 
aking by the state would be without oppression and burden ® Bentham’s 
nheritance tax-escheat proposal is grounded in his belief that there is no 
latural right of inheritance, that the ends of social justice may be served 
>y a sharp limitation through high tax rates on the legal right of succes- 
lon of collaterals and others more distant in relationship, and that death- 
iuty burden is to be interpreted in terms of the psychology of disappoint- 
nent. 

In evaluation of this theory of incidence it may be contended “that any 
ddition by inheritance to the wealth of the individual increases his abil- 
ty”® as a consumer as well as a taxpayer. Conversely, diminution of his 

J ^ h\ i}t 2 observes that "the incidence of death taxes is simple to determine" 
iis reasoning in support of this conclusion is that "neither directly or indirectly do 
hey [death taxes} affect any business transactions which would permit them to be 
hifted Their first and immediate effect is to reduce the estates of dead men and women 
n consequence, the heirs and beneficiaries of these decedents receive smaller inheritances 
nd bequests Beyond any possibility of shifting, death taxes rest on these heirs and 
eneficiaries ’’ American Public Finance (New York, Prentice-Hall, Inc, 1938), 2nd rev. 
d , p 439 

^The Works of Jeremy Bentham (Edinburgh, William Tait, 1839), Bowring’s ed , 
art viii, p 586. 

’ "The Economic Effects of Inheritance Taxes,” Am Econ Rev , vol xvii, March, 1927, 
.p 47-48 

*See Stamp, op cit , p 345, also West, op. ctl ^ pp 192-3. 

•Seligman, op cit ^ p 133 
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inheritance in part or in whole by taxation or escheat decreases his ability. 
It may be argued economically that a burden exists, even though visual- 
ized as negative in character, because the inheritance has not been reduced 
to legal possession by the successor prior to the imposition of the tax. 
Should we view a death duty from the position of the predecessor rather 
than the successor, the argument may he made that the predecessor has 
exercised less than his full power of consumption during life, even though 
voluntarily, and, in consequence, has assumed and borne the burden of 
the tax. Taxes, including death duties, always carry an associated burden. 
Although the location of the burden may not always be clear, some indi- 
vidual, or group of individuals, will suffer a burden which will be re- 
flected in a reduced economic power to consume over what it would other- 
wise be. Bentham believed that if a death duty were without burden to 
the successor the result would be a burdenless tax. Appa rently he could 
r^t ^nosive that_a death duty may establish incidence upon the predeces- 
sor, in part or m whole, a view contrary to that held by a number of 
economists today. Further, it seems that incidence in an economic sense 
may not be adequately explained in terms of the individual’s psychologi- 
cal reaction. It is a commonplace that tax burdens, particularly in the case 
of indirect taxes, establish situs upon those who frequently have little or 
no realization of what is occurring In consequence, an individual sense 
of loss or disappointment, or an appreciation that one’s real purchasing 
power is less by reason of a tax, does not appear to be necessary. Inci- 
dence, with its associated economic effects, may be present nonetheless. 

A second view of death-duty incidence which has received some, al- 
though on the whole minor, .yp pnrt is th^t the burden of such taxation 
rests upon the decedent. This view not infrequently regards death duties 
as a capitalized income tax or an occasional, compound property tax West- 
lake, for example, observes that **death duties may be regarded as capital- 
ized income tax, and that, therefore, the deceased person whose domicile 
is so influential in the death duties is in effect paying a deferred quota.”^® 
Professor Pigou, on the other hand, states that "from our point of view 
these duties are occasional property taxes’’^^ and "instead of collecting a 
relatively small sum from each property every year, they collect a large 

Westlake, “The Theoiy of Taxation, with Reference to Nationality, Residence 
and Property,” Econ Jour , vol 9, Sept , 1899, p 372 

Of a similar opinion is C F Bastable who declares that “we find that a fairly constant 
proportion of property passes annually by death, and we are thus led to regard the death 
duties as a capitalized income-tax levied only on accumulated wealth ” (p 594) And 
“on the whole, we may best regard the succession duties as presenting a parallel to the 
income-tax The latter withdraws annually for the service of the state a portion of the 
new wealth created in the period, the former operate m the same way, but at uncertain 
intervals, on the collective wealth of the society” (p 608) Public Finance (New York, 
Macmillan, 1927), 3rd ed 

C Pigou, A Study in Public Finance (London, Macmillan, 1929), p l6l 
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sum from each property at intervals averaging about thirty years and as- 
sociated with the death of the proprietor This is the essential point.”^* 
Although he does not express specifically his conclusion as to the inci- 
dence of the compound property tax (death duties), it seems reasonable 
to infer that he views the burden as attaching to the decedent. He reasons 
that successors are indifferent to the amount of death taxes, that their con- 
sumption will remain unaffected by such taxation, and that the whole of 
the levy will be paid by the transference of an appropriate amount of es- 
tate value to the government Professor de Viti de Marco, in discussing 
a tax on successions, contends that the tax should be visualized as con- 
sisting of two parts.^* One part represents the sum of annual postponed 
income taxes which is not paid imtil death He concludes that the inci- 
dence of this part of the tax is upon the decedent The other part is that 
excess of succession tax above the sum of the postponed income taxes, 
with incidence upon the successor However, he agrees that the full 
amount of the death duty is paid from the proceeds of the estate and does 
not impair or burden the successor's power to consume the pecuniary 
benefits of the inheritance excepted Professor G F Shirras takes the 

position that the estate tax is an occasional property tax,^® and he argues 
vigorously that the incidence is upon the predecessor®® He dismisses as 
^ibid 

“ '’Since heirs as a rule look to what actually comes to them and are little interested 
in what would have come to them on the hypothesis that there had been no death duties, 
they are very unlikely to meet any part of a death-duty levy by cutting down their 
consumption Even small levies made at that moment would, therefore, be paid to practi- 
cally their full amount out of capital in the sense described above A fortwrt this will 
be true of large levies Practically, we may conclude that the whole of death-duty levies 
will in fact be so paid, in other words, that, so far as the present argument goes, they 
will deplete the volume of savings by their full amount” A C Pigou, op ctt , p 163 
“ 'Thus the tax on successions consists of two parts one is the debt accumulated 
by the deceased, the other is the new tax which falls on the heir In all cases, however, 
the sum of the two is assessed on the inherited estate . . ” ?trst Principles of Public Finance 
(New York, Harcourt Brace, 1936), p 362 
^Ibid. 

“ '' the heir accepts the inheritance with the privilege of inventory — that is, he 
pays a tax on the inheritance only if he finds that the estate which he inherits is large 
enough to pay the tax, after deduction of all debts The sacrifice involved in the payment 
of the tax has therefore already been borne by the deceased, whose estate pays the tax ” 
Ibid, p 361 
^'Ibid.,p 362 . 

pp 361-2. 

^Science of Public Finance (London, Macmillan, 1936), 3rd ed , vol ii, p 542. 

“ "The inadence of death duties raises the question whether the burden falls on the 
testator or on the inheritor or on both . . It may be argued that the estate duty falls 
on the testator because it falls on the property accumulated by the deceased It prevented 
his leaving more to the inheritor than would otherwise have been possible The testator 
may deliberately save in order to meet the charge, and it may be said that the duty falls 
on him The testator in his lifetime knows that his estate will be liable for the duty, 
Wid he knows approximately what the burden will be, assuming the present rate and 
estate valuation to be the same at death as when he makes his estimates He, therefore. 
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being irrelevant any opposing contention that the testator is dead before 
the tax is levied and that the inheritor is the one who makes payment of 
the tax Professor Shirras believes that the crucial element in establish-! 
ing incidence on the predecessor is to be found in the actions of the prej] 
decessor in saving or insuring to meet the tax. The saving of income, or 
the payment of insurance premiums (out of income), against the day of 
levy of the tax obviously indicates that the burden is on the predecessor! 
However, because testator actions may not be generalized, with the recog- 
nition that testators will react differently in their several environments, 
he believes it is better policy to regard the incidence of the estate tax as 
indeterminate In regard to legacy and succession duties he quotes with 
approval the conclusion of the Committee on National Debt and Taxa- 
tion that the incidence is upon the successors Professor Edwin Cannan 
seems to imply that incidence is upon the predecessor when he observes 
that inheritance taxes “are a species of property tax levied at uncertain 
intervals*’ with “their exact effect . . . upon persons who expect to leave 
property ... a psychological problem of some complexity. “ 2 * The Com- 
mittee on National Debt and Taxation suggests that while one may not 
say that the estate duty establishes incidence uniformly on predecessors, 
nevertheless, there is “good support for giving primary but not exclusive 
place to the notion that the incidence of the duty is on the predecessor.”*® 
This assignment of burden is based upon predecessor actions and state of 
mind as found in deliberate saving against the future death duty by cur- 
tailment of expenditure, greater industry, or both, which, in general, the 
Committee thinks occurs The argument that estate duty incidence at- 
taches to the successor because the property coming into his possession 
and use is reduced by the amount of the tax, affecting the successor’s, 
rather than the predecessor’s, power to consume, is not regarded as per- 
suasive by the Committee 

saves to pay for this and indeed insures against the tax The incidence is cle arly then o n 
the testator, as was the intention of the legislature when Tt "^s imposed " , vol 1, 

p 38^ 

^lhid,pp 386-7. 

^lbtd,p 387. 

Committee on National Debt and Taxation, Minutes of Evidence, op ctt , vol i, 

p 60 

^Report, op ctt , p 171 

Professor J M Keynes appears to be in agreement with the conclusions reached by 
the Committee as to death duty incidence He states that ”our direct taxes [income tax and 
death duties] are exceedingly unpleasant to the rich individuals on whom their full weight 
falls ” “The Colwyn Report on National Debt and Taxation,” Econ, Jour , vol xxxvii, 
June, 1927, p 199 

^Ihtd,p 170 

" “ . the mere fact that the duty diminishes the property into which the successor 
may enter is no proof of its incidence being on the successor. There is no absolute dis- 
tinction between the Estate Duty and the Income Tax in this respect, the Income Tax, 
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The distinction and differentiation as to incidence between the estate 
duty on the one hand and the legacy and succession duties on the other 
by the Committee and by Professor Shirras, who follows the Committee 
in this regard, lie apparently in the formal differences between these two 
forms of death taxation as found in the rate graduation of the estate tax 
with respect to the si2e of the estate only, while the legacy and succession 
duties relate directly in rate graduation to the beneficial interests and their 
relationship to the decedent, in the legislative intention that the estate tax 
burden rest on predecessors and the burden of the legacy and succession 
duties on the successors, in the view of the Committee that the latter 
duties are in the nature of acquisition taxes on beneficiaries, in the belief 
that testators are less likely to make provision to meet the burden which 
they impose, and that these duties are not to be regarded as a deferred tax 
on the predecessor as is the estate duty In the judgment of the Com- 
mittee the ‘'intention is that the duties [legacy and succession] should fall 
upon the person receiving the benefit, and we think that, in fact also, the 
burden should generally be regarded as falling upon him However, 
the Committee does not appear to be convinced that its argument is ade- 
quate support of this differentiation It concedes that “practically . the 
duties are very much in the nature of an addition to the Estate Duty, go- 
ing some way to differentiate the total burden according to consanguinity 
In the main, the considerations affecting the Estate Duty affect these duties 
also 

The above reasons advanced b} the Committee are not, in our view, of 
sufficient weight to justify economic differentiation in incidence between 
estate and legacy and succession duties. The case for the identity of inci- 
dence of these duties has been stated previously. 

4_third view , which has been quite generally endorsed by professional 
economists, contends that the j ncidence of death duties is upon the suc- 
cessors Adam Smith asserted that “taxes upon the transference of prop- 
erty from the dead to the living, fall finally as well as immediately upon 
the person to whom the property is transferred David Ricardo, who 
did not favor death duties because he believed that they resulted in capi- 
tal impairment, quotes Adam Smith with approval as to the location of 
incidence upon the successors In comparison with death duties he fa- 

so far as it takes away income which would have been saved, is a tax on potential capital, 
retarding the accumulation of wealth and diminishing the estate which can be left on 
death, yet no one hesitates to ascribe the whole of its incidence to the predecessor ” Report, 
op at , p 170 

* Committee on National Debt and Taxation, Report, op at , pp 171*2, 195 
^Ihd,p 172 
^lbtd,p 195 

Wealth of Natwns (London, Methuen), 4th ed , (Edwin Cannan), vol 11 , p 346 
“ "If a legacy of 1,000£ be subject to a tax of 100£, the legatee considers his legacy 
as only 900£ and feels no particular motive to save the 100£ duty from his expendi- 
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vored taxation of corresponding weight on income, commodities, or 
property, which would result in curtailment of consumption rather than 
diminution of capital. 

Hugh Dalton has no difficulty in placing the incidence of a death duty 
squarely on the successor, for, as he says, “There has been some dispute 
as to whether its incidence is on the successor or the predecessor. Clearly 
, . [the incidence] is on the successor, for the predecessor must be_ dead 
before the tax can be levied and dead men, like other inanimate objects,| 
can pay no taxes He adds, “The fact that the predecessor may have in- 
sured against the tax beforehand is irrelevant to the question of incidence, 
though not, of course, to the wider question of effects Dalton assumes 
that a tax may impose no burden prior to the actual levy and collection, 
that restriction of consumption power, in anticipation of a tax and to 
provide for its payment, is without implication of incidence, and that the 
pressure of a tax upon one’s mode of living, which measures burden, must 
always be subsequent to the imposition of a tax and may never be prion 
to its actual imposition It seems that perhaps Dalton attaches undue sig- 
nificance to the particular time of payment and to the inability of the dece- 
dent to make the tax transfer through his own hands rather than the hands 
of the executors, or successors. 

The Committee on National Debt and Taxation, as well as other writ- 
ers on incidence, appears not to be impressed with the Daltonian argu- 
ment Sir Felix Schuster, in his appearance before the Colwyn Committee, 
expressed the judgment that the burden of death duties “falls on future 
generations, and to a great extent the present generation is inclined to 
disregard its consequences The basis of this conclusion is his belief 
that decedents during life, in general, make little or no advance provision 
for death duty payment by curtailment of current consumption because of 
the remoteness of the levy, as well as because of the difficulty of effecting 
satisfactory arrangements In consequence, because the incidence may 

ture, and thus the capital of the country is diminished, but if he had really received 1,000£, 
and had been required to pay 100£ as a tax on income, on wine, on horses, or on 
servants, he would probably have diminished, or rather not increased his expenditure by 
that sum, and the capital of the country would have been unimpaired ” Principles of 
Political Economy and Taxation (London, John Murray, Ricardo’s Political Works, J R 
McCulloch, 1846), p 89 

This illustration suggests the opposite of Ricardo’s contention that death duty burden 
rests on the successor If, as he says, the legatee considers any legacy in terms of its net 
amount (after deduction of tax) it would appear that there is no burden but only a net 
gam as measured by the amount of added purchasing power 

Principles of Public Finance (London, Routledge, 1936), 9th ed , p 53 

*^Ibid 

“Committee on National Debt and Taxation, Minutes of Evidence, op cit , vol i, 
P 13 

“The decedent “does not provide by insurance because the corpus of the insurance 
IS added to the corpus of his estate and he pays tax on that again It raises the scale 
which he pays, so it seems hardly woith while to insure 'Therefore the provident find it 
extremely difficult to make proper provision ’* Ibid, 
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not be assigned to the predecessors, it must rest, by exclusion, with the in- 
heritors. 

Henry Sidgwick is in agreement with Sir Felix Schuster both as to the 
situs of death duty incidence and the explanation for it. Sidgwick states 
that “it is plain that the pecuniary loss caused by any such tax falls on the 
person who inherits, since he would have been richer by the exact amount 
of the tax, if that had not been imposed; except so far as it is probable 
that the person from whom he inherits, being aware of the tax, may have 
left him a larger property in consequence — a probability which, I im- 
agine, is not practically important in the case of most of the property 
obtained by inheritance.”®^ 

W. J. Shultz follows the same reasoning in observing that death duties 
result in a diminution of inheritances to successors by an amount pro- 
portionate to the tax; also, that no business transactions are aflPected by 
the tax, with the result that shifting is impossible The incidence of such 
taxes, therefore, is on the beneficiaries.®® 

Professor Studenski points out that the “incidence of the tax in either 
case [estate or inheritance] is on the heirs, but it is distributed among 
them diflFerently in the two cases. Thus, under an estate tax, the incidence 
frequently is entirely on the recipient of the residuary share Other heirs, 
who are entitled under the will to shares of specified amounts, receive 
them without any deduction for the tax imposed on the estate The 
suggestion that the burden is not distributed among the heirs in propor- 
tion to their inheritances is, of course, correct, if the burden of death duties 
has its situs on the successors and if there is a residuary share, or shares, 
in combination with specific bequests. 

Professor H. G. Brown concludes that death-duty incidence is upon 
successors, apparently, unless shifting occurs under circumstances of 
which the burden rests on laborers or landowners, or both, in the long 
run Professor Brown reasons that if personal motives to save are af- 
fected adversely by death taxation the total accumulation of wealth will 

”The Principles of PoUttcal Economy (New York, Macmillan, 1901), 3rd ed , p 579 
^American Public Finance (New York, Prentice-Hall, 1938), 2nd rev ed , p 439, 
see also Encyclopedia of the Social Sciences ^ vol viii, p 48 

Shult 2 apparently repudiates this conclusion in a subsequent statement in which he 
says that ’’inherited wealth is m the nature of a windfall Beneficiaries and heirs have 
not earned it and have no right to it other than that created by state statutes of descent 
and bequest Furthermore, until they receive their shares from the executor or administrator 
of the estate, the taxed property does not belong to them and they can not be considered 
as burdened by any taxes upon li” Ibid , p 441 

*• In W E Spahr and others, Economic Principles and Problems (New York, Farrar 
and Rinehart, 1936), 3rd ed , pp 641-2 

*^The Economics of Taxation (New York, Holt, 1924), p 209 
In the words of Professor Brown ”so far as such a tax did operate to decrease 
the volume of saving and raise interest rates, its burden would be upon laborers or 
landowners or both and not upon owners or inheritors of capital " Ibid. 
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be decreased, or not increasea ac as rapia a raic a5 wuuia otherwise be 
the case^^ As a result, the rate of interest^^ will rise, relatively, and the 
burden of the death taxes will be shifted, in part or in whole, from the 
shoulders of the successors. Should shifting occur, presumably the inter- 
est return per unit of inherited capital will rise relatively to the point at 
which the diminution in the amount of capital will be offset.*® Successors, 
therefore, will not find their position less favorable in consequence of 
the tax. While Professor Brown thinks it probable that some shifting oc- 
curs, he believes that one may not conclude definitely that this is the case.** 

Professor J. M, Keynes speaks of the probable unfavorable reactions of 
death duties upon the national savings, but does not relate such reper- 
cussions to shifting *® 

Professor A G Buehler seems to infer that the incidence of inheritance 
taxes is to be distinguished from whatever subsequent economic effects 
may result therefrom through influence on savings and interest rates.*® 
In his judgment death dutie s are not shifted. *^ Professor Buehler ap- 
parently employs the term incidence in the narrow sense as defined by the 
Committee on National Debt and Taxation,*® while Professor Brown gives 

^lbtd,pp 208*210 

"The complex of rates of interest 

" H G Brown, op. at , pp 209-10 

p 211 Professor H M Groves agrees with Professor Brown that if shifting 
takes place it occurs principally ‘‘through reduced saving and the higher rates of interest 
which might follow therefrom " However, the “factors here involved are remote and 
uncertain in their operation and effects “ Fwanang Government (New York, Holt, 1939), 
pp 145-61 

Professor J P Jensen, on the other hand, maintains that the "argument that m the 
long run the tax will be shifted because persons accumulating estates, and facing the 
prospect of a tax that will reduce the estate, or the separate shares thereof, will be moved 
to save less or work less, thereby reducing the nation’s stock of capital, has not much 
weight It might equally plausibly be argued that such persons will save more and work 
harder in order to leave an estate of a contemplated amount Probably the prospect of the 
tax has no appreciable net effect one way or the other “ Government Finance (New York, 
Crowell, 1938), p 202, see also T S Adams, “Effect of Income and Inheritance Taxes 
on the Distribution of Wealth," Proceedings, Am Econ Assoc, vol 5, 1915, p 240 

Professor ERA Seligman observes that “the ulterior effects of which some writers 
speak, such as the influence of inheritance taxes on the accumulation of capital, do not 
really illustrate the process of shifting They are, moreover, of such doubtful validity 
that they may be neglected " It is his opinion that “a tax on inheritances or bequests 
cannot be shifted, for evidently there is no one to whom it could be transferred." Tbe 
Shifting and Incidence of Taxation (New York, Columbia Univ Press, 1910), 3rd ed , 
P 371. 

" Op. at 

^Inheritance taxes “are not shifted, although it is debatable how such taxes may 
influence the accumulation of capital and interest rates " Public Finance (New York, 
Mc(jraw-Hill, 1936), p 241 

^^Ibid. 

"The Committee states that economists generally attach a narrow meaning to the 
term incidence “For them 'incidence' is only concerned with the question on whom the 
more immediate burden of the tax as a Jax-iests," while “in general usage the term 
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it a broader connotation, which seems to include the principal sequential 
economic tax effects.*® 

A fourth view of death-duty incidence finds expression m the conclu- 
sion that t he burden is partly oO.the predecessors and partly on the suc- 
cesso rs, w ith the JJroportjons indeternoiimt^ This theory of the mutual 
sTiaring of burden is illustrated by the analogy of estate duty to income 
tax as outlined by the Colwyn Committee — namely, that ''when one com- 
pares the Income Tax with the Estate Duty, regarding the latter as a kind 
of postponed Income Tax, one sees clearly the solidarity of the interests 
of predecessor and successor The Income Tax, in a concealed way, hits 
the taxpayer’s son as well as the taxpayer himself, and may hit him just 
as severely But the damage is separated by a time-gap In the case of the 
Estate Duty the time-gap is bridged, and the damage is at once ap- 
parent As previously indicated, the Committee does not follow this 
analogy in reaching its conclusions of incidence Although H A Silver- 
man supports the conclusions and reasoning of the Committee generally, 
he goes somewhat further in that he approves the theory of mutuality in 
death-duty incidence under circumstances in which "the economy during 
the testator’s lifetime has directly or indirectly affected the income and 
standard of living of the heir He believes that the actions of the pre- 
decessor as affected by the death taxes is the determining factor in estab- 
lishing incidence.®^ When the standard of living of the testator has been 
unaffected and his productive efforts not increased, then the burden is 
wholly on the successors, conversely, the burden rests solely with the 
predecessor should he work harder and through the extra effort accumu- 
late a sum equivalent to the duties However, it seems reasonable that the 
income or standard of living of successors, particularly direct heirs, will 
be affected either directly or indirectly if the predecessor has reacted in 
any positive fashion, even in minor degree, toward protecting his estate 
In this event, according to Silverman, the burden of the duties would be 
shared by predecessor and successors It seems that if the personal equa- 
tion of the testator is the all-important consideration then the determina- 

covers not only the initial burden of a tax, but also the whole range of consequential 
effects” Report, op at, p 106 

"For others (than those whose conclusions have been discussed) who appear by 
implication to hold to the view that death duty incidence is on the successors see J P 
Jensen, op at , Solomon Huebner, *‘The Inheritance Tax in the American Commonwealths,” 
Quart Jour Econ , vol xviii, Aug, 1904, p 548, T S Adams, op at , lA S Kendrick, 
Taxation Issues (New York, Harper, 1933), p 119, H A Millis, ”The Inheritance Tax 
in the American Commonwealths,” Quart Jour Econ, vol xix, Feb, 1905, p 298, A C 
Pleydell, "The Incidence of Taxation,” Proceedings, Nat Tax Assoc , 1907, p 429 , John 
Harrington, "The Inheritance Tax,” Annals of Am Acad of Pol and Soc Sa , March, 
1915, p 87, Max West, op at, p 215 

" Committee on National Debt and Taxation, Report, op, at , pp 170-1 
Taxation, Its Incidence and Effects (London, Macmillan, 1931), pp 194-5 

^Ibtd,p 195 
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tion of death duty incidence by those other than the decedent himself is 
largely an impossibility. 

In passing these various theories of death duty incidence briefly in re- 
view, with the supporting arguments of certain of their principal propo- 
nents, substantial diversity in approach, in assumptions, either express or 
implied, and m reasoning is apparent Certain writers, as has been noted, 
seem to be strongly impressed with the formal legal differences rather 
than the substantive economic similarities of the estate tax as compared 
with legacy and succession, or inheritance taxes, also, legislative inten- 
tion as to burden situs seems to be given some significance in determining 
the location of burden The fact that the predecessor has no animate exis- 
tence at the time of the imposition of death duties and cannot, in person, 
tender the tax payments has been a highly persuasive consideration The 
reaction of testators during life in anticipation of death taxes, likewise, 
has been regarded as a highly important factor The extent to which the 
economic relationships of successors to predecessor have been affected by 
more or less advance tax provision on the part of the testator has been 
treated as a critical element in assigning incidence The repercussions of 
death duties on capital supply, and through capital supply to interest rates, 
have been regarded as indicative of their shiftability from point of orig- 
inal situs 

For reasons stated previously, it is believed that death taxes, whether 
on the estate as a whole, or levied separately on its parts, should be re- 
garded as establishing the same incidence Economic considerations, rather 
than legislative intention, are regarded as determinant of burden location, 
though the latter may be of considerable political or social interest The 
inability of the predecessor to tender tax payment in person, which, it is 
alleged, relieves the testator of burden, confuses incidence with payment 
Further, the burden of a tax is not necessarily subsequent to the payment 
of a tax Frequently the burden of a tax will be felt, and amortized, 
through curtailment of real income, prior to the time of actual payment 
Especially is this true of direct taxes. While the reactions of predecessors 
to death duties as found in increased productive effort, or in curtailment 
of consumption power, or both, are of importance from the point of view 
of the economic effects of the duties and of testator psychology, these re- 
actions do not seem to be an appropriate indication and measure of inci- 
dence. One’s consciousness of a tax, admittedly of importance in terms 
of certain economic effects, does not serve, apparently, to determine bur- 
den situs. Indirect taxes are illustrative, frequently, of taxes which estab- 
lish situs on those who may have no consciousness of burden, but whose 
real income is nevertheless impaired Clearly, those who acquire by birth, 
marriage, or in other ways, a status of economic or social dependency 
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upon the testator will have their incomes or standards of living affected 
in some degree, directly or indirectly, by whatever the predecessor may 
do, whether it be by curtailment of consumption in anticipation of the 
death duties, or in the act of saving to create an estate without conscious- 
ness of such taxation. It appears that these are matters which relate to 
economic effects, of taxation or of the act of saving, rather than to tax 
incidence. If the term incidence is interpreted and applied with reference 
to the attachment of the immediate burden of the tax, it seems that the 
extent to which personal motives to accumulate are affected by the duties 
should be regarded as an economic effect of incidence. Admittedly, in 
certain cases the motives to save or accumulate may be weakened in conse- 
quence of the psychological reactions of predecessors to death taxation.®® 
This seems, however, more appropriately to be regarded as an effect of 
incidence rather than a part of the process of incidence establishment at 
a point apart from the predecessor. An analogy may be drawn between 
personal net income taxes and death duties in terms of the absence of 
subsequent price transactions, and the indirect and indecisive manner in 
which personal industry or activity may be affected in the former case and 
personal saving in the latter From this point of view, death duties appear 
not to be shifted, even though capital supply is diminished relatively in 
consequence, thereby causing a rise in interest rates 

In conclusion, it is submitted that death duties, including both estate 
and inheritance taxes, may be regarded as establishing full and final inci- 
dence upon predecessor?. From this point of view, incidence is interpreted 
as involving the immediate burden only. Further, burden is visualized 
positively rather than negatively Successors to estates, in an economic 
sense, seem, therefore, to be the beneficiaries of a fortuitous income®^ to 
the net extent of the benefits Although inheritance, particularly by lineals, 
may be regarded as based on a strong moral and ethical foundation, an 
economic basis as found in direct estate creation in general seems wanting 
The sharing in estates through the legal right of succession appears to 
constitute a net gain to successor real income, regardless of amount, or of 
tax and other deductions which may be made in reaching the net share 
available to the use of the beneficiary From this approach, it does not 
appear that the successor's power to consume will be burdened except in 
a negative sense, with the distributive share larger in the absence of death 
duties. The successor finds himself in the position that his standard of 
living is increased over and above his individual economic exertions. On 

"Possible offsets to the relative diminution of capital supply as a result of death 
taxes may be found in the lessened weight of other forms of taxation and in the character 
of the public expenditure of death-duty revenue 

" "What is principal or corpus to the estate is 'fortuitous' income to the distributees 
of the estate . . " T. S. Adams, op. at 
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the other hand, the predecessor, by estate creation through saving and 
industry, or by failure to employ his full economic resources to achieve 
a maximum standard of living during life, even though part of these 
resources consists of an inheritance of which he was the beneficiary, has 
not exercised his full power of consumption. The incidence of death duties, 
as well as those economic costs of estate creation or preservation to which 
estate the beneficiaries succeed, seems, therefore, to rest upon the prede- 
cessor. 

James K. Hall 

University of W ashmgton 



DIVISION OF THE TAX BURDEN AMONG INCOME GROUPS 
IN THE UNITED STATES IN 1936 

Recent statistical studies of the tax payments of members of different income groups 
(Twentieth Century Fund) and of the numbers of persons in those groups (National Re- 
sources Committee) now make possible calculations of the actual distribution of the tax 
burden in the United States with a fair degree of accuracy. Allowance must be made for 
various possibilities in the shifting of indirect taxes and for differences in the tax systems of 
different states That fortunate few (14 per cent) whose incomes exceeded $7,500 paid 
one-third of the nation’s taxes An analysis by taxing divisions shows the median income for 
dividing the tax burden equally above and below was $2,600 for the nation as a whole, 
$2,000 for state and local taxes (Illinois), and $15,000 for federal taxes The lower income 
groups paid a higher percentage of the tax burden than the percentage of the national 
income which they received 

The questions of who pays our taxes and who should pay them are peren- 
nial Economists have long discussed the question of tax shifting to explain 
why certain taxes are or are not a burden upon the immediate payers thereof 
The reasoning has been largely a prion and only in the past few years have 
statistical investigations been made. To correlate one of those studies with 
recent findings on income distribution and draw further conclusions is the 
purpose of this paper 

In Pacing the Tax Problem and Studies in Current Tax Problems the 
Twentieth Century Fund (hereafter TCF) has published the results of an 
extensive investigation into the tax burden of ten “typical” representative 
families of different income classes ^ Separate calculations were made under 
five different shifting hypotheses Federal, state, and local taxes as of 1936 
were analyzed to determine their probable incidence on the families selected 
As a result of extensive computations. Professor Newcomer and her asso- 
ciates under the Fund derived conclusions regarding the total tax burden 
per family The findings were expressed both in terms of dollars and as 
percentages of total incomes that would have been received had no taxes 
been shifted 

Valuable as this study is, it does not afford an answer to the question. 
What percentage of the total tax burden of the country is borne by the 
people of different income classes considered as groups?” Wealthy people 
often allege that they are paying most of the cost of government Occasion- 
ally they change their tune and try to arouse popular disapproval of gov- 
ernment spending by claiming that all taxes are shifted to ultimate con- 
sumers and that therefore the poor, being the most numerous, shoulder 
the tax burden of the country. 

Legislators are also interested in this question It is not enough for them 
to know the TCF estimate that the man with a |1,000 income pays ap- 
proximately 10 per cent of his income in direct and hidden taxes and that 
the $5,000 man pays 20 per cent. They should also know how much of the 

’ New York, 1937 
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total cost of government is paid by people with incomes under $1,000, or 
over $5,000. Only by considering both sets of percentages can an “equitable** 
tax policy be formulated.^ 

In the studies referred to, there were five different assumptions regarding 
tax shifting ® We have omitted the fifth, as highly improbable, and for New 
York have combined the second and third into our number II since they 
differ only regarding the shifting of the sales tax and New York State has 
none * This left seven different estimates for the taxes borne by each of ten 
“typical** families. The next problem was to combine the estimates for 
farm incomes of $500, $1,000, and $2,000 with the wage-earner incomes 
of $1,000 and $2,000 to get representative figures for income receivers in 
the country as a whole At the $5,000 level the merchant and salaried em- 
ployee estimates of the Twentieth Century Fund also had to be correlated 
and then from the combined figures interpolations were required to fill the 
gaps between the representative incomes chosen 

To estimate the tax paid by wage earners at the $500 level, a figure was 
chosen from 51 per cent to 58 per cent of the tax paid in the $1,000 income 
group, the percentage varying with that shown by farm taxpayers in the 
two groups under the seven different assumptions. An average of the two 

*A "’sound" tax poliq^ may, unfortunately, involve measures which in the short run 
appear unjust Soundness and justice are at best relative terms and usually have not the 
same reference for different people 

•A Assumptions unchanged from series I to IV 

1 Taxes borne by the payer (or stockholder, if corporation) 

a Personal income tax (husband and wife make separate returns, except for 
the $5,000 salaried worker) 

b Death and gift taxes (property divided between parents and substantial gifts 
made to children, except for $5,000 salaried worker) 
c Business net income and capital stock taxes 
d Stock transfer tax 
e Mortgage tax 

B Assumptions changing with different series 

1 Land Tax 

a Series I, II, III all capitalized 

b Series IV half capitalized, half borne like tax on improvements 

2 Taxes on improvements, personalty, commodities, gross receipts, motor vehicles, 
motor fuel 

a Senes I entirely shifted 

b Series II half shifted to final consumer, half borne by taxpayer 
c Series III and IV half shifted to final consumer, one-fourth of sales tax 
shifted back to producer of commodities, one-fourth borne by merchant- 
taxpayer 

3 Payroll tax (applies only to the 1 per cent levy of 1936) 
a Series I entirely shifted 

b Series II, III, IV one-third shifted to final consumer, one-third shifted to 
employee , one third borne by taxpayer 
(Rearranged from Studies tn Current Tax Problems, p 11 ) 

^ Series V was the same as series IV except that husband and wife were assumed to 
make joint, not separate, income-tax returns, and that the husband did nothing to reduce 
estate and inheritance taxes {idem ) 
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occupational estimates at $500 was then computed weighting farmers 2 
and wage earners 1. This ratio was based on the Brookings study of farm 
and non-farm families in 1929.° At the $1,000 income level both figures 
were given and needed only to be combined. Weights here were changed to 
1 for farmers and 2 5 for wage earners, again following the Brookings 
data. At $2,000, the weights were 1 to 7. 

The $5,000 income group presented a different problem since farmers 
were dropped and a comparison was made between the tax burden of a 
salaried man and a merchant From census reports we estimated that a 
weighting of 5 to 1 would be appropriate for this average The merchant’s 
position as a taxpayer is complicated by the question of how much of the 
sales and property taxes he can shift For Illinois merchants this is very 
important since in that state the retail sales tax forms a major source of 
revenue One should note, however, that the TCF study classifies within 
the $5,000 income class those whose potential incomes are greater than 
$5,000. Thus the merchant, who under assumption IV in Illinois is as- 
sumed to bear $4,736, in federal, state, and local taxes, had a potential 
mcome of $8,777 so that he is not left with such a small remainder as a 
comparison of the tax burden with $5,000 would indicate ® 

The next step was to compute the number of persons in each of the in- 
come groups. These were estimated from the National Resources Com- 
mittee (hereafter* NRC) report on Consumer Incomes in the United States, 
Their Distribution in 1953-36.'^ Without the fortunate coincidence in the 
years covered by this and the TCF study, the present computations would 
have been much more difficult, if not impossible Even so, there are numer- 
ous difficulties m combining the two sets of data For instance, the NRC 
report gives the income distribution among both families and single indi- 
viduals, but Professor Newcomer investigated tax burdens only in the 
budgets of families Obviously there are differences between the budgets of 
families and single individuals, but no material was available to permit 
separate tax computations for the latter group These unattached persons 
could not be excluded from a picture of the tax burden of the country as a 
whole since they spent about one-fifth of the total national income in 
1935-36. Hence they were grouped with families; and all consuming units 
were considered to have equal tax burdens at their respective income levels. 

Representative cases were then sought, following the seven levels re- 

* Leven, Moulton, and Warburton, America's Capacity to Consume, Washington, 1934, 
p 227 These figures undoubtedly underrate the number of non-farm families having low 
incomes in 1936 

• "Potential income is actual mcome less the amount of the tax on land that, it is as- 
sumed, has been capitalized and plus the additional amount that would have been received 
in the absence of certain taxes " Studies m Current Tax Problems, p 22 For the complete 
table of potential incomes under the different assumptions see Table A-17, idem., p 28 

’ Washington, U S Government Printing Office, 1938, Table 2, p 6 
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maining in the TCF tables after the consolidations described above Only 
the $100,000 example was discarded as coming at an inconvenient interval 
Seven others were added at appropriate and easily calculated levels Figures 
sought were those which gave medians such that the total number of con- 
suming units in the NRC table would be divided with approximately half 
above and half below the median A margin of error inevitably entered 
here. For instance, there were 6,711,000 cases below $500 annual income, 
and 5,772,000 in the group from $500 to $750, yet $500 was chosen as 
the median figure. Since those receiving less than $500 spent amounts 
ranging down to zero, perhaps the median of this large group of 12,483,000 
families should have been $400 or $450 with a corresponding reduction 
in the amount of the average tax burden per case By a similar line of 
reasoning, perhaps $1,450 and $1,950 would have been more accurate 
medians than the $1,500 and $2,000 round numbers chosen At the higher 
incomes where interpolations in the Twentieth Century Fund estimates had 
to be made anyway, medians were chosen at the most exact points possible, 
such as $37,000, $65,000, and $600,000 These errors in the lower in- 
come groups tend to make the final tax burden computations slightly higher 
at those levels than they should be, but we believe the figures are not 
seriously out of line considering the inexactitude which perforce accom- 
panies all the computations upon which this paper is built. The margin 
of error in the final results is larger than we should like, but not so great as 
to prevent their being useful m presenting a general picture of the distribu- 
tion of the tax burden of the country 

From the tax burden estimates of the TCF study Lorenz curves were 
plotted for each of the New York and Illinois hypotheses and figures for 
the seven interpolated incomes (shown in Table I) were read 

With these basic data in hand we proceeded to multiply the tax burden of 
the representative (median) case by the number of cases to get the total 
tax burden of the group. This was done for each of the shifting assumptions 
in the two states The sums of the seven columns thus obtained ranged from 
$10,773,000,000, to $12,570,000,000 As a cross-check for accuracy, these 
figures were compared with the National Industrial Conference Board 
estimates of the total tax burden of the nation which was $10,498,000,000 
for 1936 ® Our totals appear slightly higher than they should be, but when 
reduced to percentages of the whole the discrepancy cannot be serious And 
it IS with percentages that we are most concerned 

If our computations do not introduce too great a margin of error, per- 
haps the above comparison may be used to test the relative validity of the 
four shifting assumptions used. That is, assumptions II and III as applied 
to New York State conditions give the lowest total tax burdens and there- 

* Cost of Government tn the U S (quoted in the National City Bank Bullet/n for July, 
1938, p 82) 
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Table I 


Distribution of Tax Burden by Income Groups, 1936 


Income groups 
(dollars) 

Median 

income 

(dollars) 

Number of 
cases in 

group 

Total tax burden per case New York 
families (dollars) 

Shifting assumptions 

I 

II and III 

IV 

0-750 

500 

12,482,871 

75 

80 

105 

750-1,250 

1,000 

10,867,073 

160 

140 

170 

1,250-1,750 

1,500^ 

6,633,332 

233 

205 

230 

1,750-2,250 

2,000 

4,000,557 

317 

266 

318 

2,250-4,000 

2,8001 

4,083,628 

520 

375 

450 

4,000-7,500 

5,000 

844,457 

1,078 

1,014 

1,152 

7,500-15,000 

10,0001 

368,324 

2,380 

2,400 

2,790 

15,000-30,000 

20,000 

133,331 

7,459 

7,679 

8,075 

30,000-50,000 

37,0001 

26,299 

14,500 

15,700 

16,200 

50,000-100,000 

65,0001 

13,041 

28,000 

30,400 

30,500 

100,000-500,000 

200,0001 

5,060 

135,000 

115,000 

120,000 

500,000-1,000,000 

600,0001 

240 

453,300 

455,000 

460,000 

1,000,000 up 

1,000,000* 

87 

1,114,597 

1,155,622 

1,180,487 


Total tax burden per case Illinois families (dollars) 


Median income 


Shifting assumptions 



I 

II 

III 

I IV 

500 

72 

70 

78 

84 

1,000 

166 

135 

140 

156 

1,5001 

258 

200 

200 

228 

2,000 

337 

264 

269 

302 

2,8001 

478 

455 

410 

510 

5,000 

1,046 

1,527 

1,304 

1,628 

10,0001 

2,500 

2,800 

3,200 

2,800 

20,000 

6,291 

6,288 

7,488 

6,599 

37,0001 

13,100 

12,500 

14,000 

13,300 

65,0001 

25,800 

24,500 

27,000 

26,400 

200,0001 

115,000 

120,000 

133,000 

105,000 

600,0001 

475,000 

480,000 

450,000 

410,000 

1,000,000* 

1,034,269 

1,062,966 

1,167,966 

1,079,997 


^ Interpolated figures at these levels for all shifting assumptions 

* N.B Potential incomes at the $1,000,000 level were from $1,277,190 to $1,434,946 Other 
levels were also higher than the median income would indicate See note 6, above. 


fore might possibly be considered more representative of conditions pre- 
vailing throughout the country than assumptions I and IV. The Illinois 
totals are also lowest for II and III Both of these assumptions hypothecate 
only a partial shifting to the final consumer of such taxes as excises, pay- 
roll, customs, personalty, and realty improvements. Hence they do not give 
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such high figures for the tax burdens of low income groups and reduce the 
total ® 

By dividing the tax burden of each group by the total under the several 
assumptions, the percentages were computed and then added to show 
cumulative percentages from the lower income groups on upward These 
figures are given in Table II 

The poorest 12,483,000 cases, or 32 per cent of the total, with incomes 
below $750, bore about 9 2 per cent of the total taxes of the country under 
assumptions II and III for New York Slightly less than half of the nation's 

Table II 

Cumulative Tax Burden by Income Groups 


Upper limit 
of group 

Cumulative percentages total tax borne 

Cum 
per cent 
number 
cases 

in 

groups 

Cum 
per cent 
aggregate 
income 
received 
by 

groups 

New York 

Illinois 

I 

TI 

and 

III 

IV 

I 

II 

III 

IV 

1 

$ 750 

7 8 

9 2 

10 4 

7 

6 

7 8 

8 5 

8 6 

31 6 

9 6 

1,250 

22 2 

23 3 

25 0 

22 

8 

20 9 

21 8 

22 5 

59 2 

27 7 

1,750 

35 1 

35 8 

37 2 

37 

3 

32 7 

33 4 

34 7 

76 0 

44 1 

2,250 

45 6 

45 6 

47 3 

48 

7 

42 2 

42 8 

44 6 

86 1 

57 3 

4,000 

63 2 

59 7 

61 9 

65 

2 

58 8 

57 4 

61 6 

96 5 

76 9 

7,500 

70 8 

67 6 

68 4 

72 

7 

70 3 

67 0 

72 8 

98 6 

84 1 

15,000 

78 1 

75 8 

76 6 

80 

5 

79 5 

77 3 

81 2 

99 56 

90 2 

30,000 

86 4 

85 2 

85 9 

87 

6 

87 0 

86 0 

88 4 

99 89 

94 9 

50,000 

89 6 

89 0 

89 3 

90 

5 

89 9 

89 2 

91 3 

99 96 

96 6 

100,000 

92 6 

92 7 

92 5 

93 

3 

92 8 

92 3 

94 1 

99 99 

98 1 

500,000 

98 3 

98 1 

97 3 

98 

2 

98 2 

98 2 

98 4 

100 00 

99 5 

1,000,000 

99 2 

99 1 

98 2 

99 

2 

99 2 

99 1 

99 2 

100 00 

99 7 

Maximum 

100 0 

100 0 

100 0 

100 

0 

100 0 

100 0 

100 0 

100 00 

100 0 


taxes were taken from the pockets of that 86 per cent of the people having 
incomes below $2,250 in 1935-36. To look at it from the top, the upper 
3.5 per cent of the families and single individuals bore 40 per cent of the 
tax burden If 'The rich” may be called those with incomes over $7,500, 
then they number 1 4 per cent of the population and paid almost one-third 
of the taxes 

Another view of the same results is revealed by Table III which shows 
the percentage at even tens as read from a Lorenz curve plotted from New 
York II and III figures With it is combined percentages showing the 

® Assumption IV is the same as II in the matter of shifting the taxes listed above, but it 
provides that half of the land tax is not capitalized, but borne as in the case of taxes on 
improvements This, of course, would add to the burden of all taxpayers, particularly 
farmers See note 3 
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amount of income received by those at each income group and cumulative. 
The lowest 50 per cent of the cases paid only 18 per cent of the taxes 
out of 21 per cent of the national income. Half the nation’s tax burden fell 
on that 10 per cent of the families and single individuals with incomes 
over $2,600. But these cases received only 36 2 per cent of the national 
income. In other words, these figures clearly substantiate the conclusions 
that the rich pay most of the taxes, first, because they get most of the in- 
come, and second, because they are taxed in various ways so as to take a 
higher percentage of that income than of their less fortunate neighbors. 
The poorest of the poor, that 30 per cent of our nation’s families and single 

Table III 


Per Cent of Taxes Borne and Income Received, by Tens 
(for New York, series II and III) 


Incomes 



Pei 

cent 



below and 
between 

Cases 

Cum. 

cases 

Taxes 

borne 

National 

income 

Cum. 

taxes 

borne 

Cum. 

national 

income 

$ 340 

(poorest) 

10 

10 

2 4 

1 7 

2 0 

1 7 

545 

10 

20 

2 8 

2 9 

4 7 

4 6 

720 

10 

30 

3 8 

4 3 

8 9 

8 9 

880 

10 

40 

4 0 

5 5 

13 0 

14 4 

1,070 

10 

50 

5 0 

6 6 

18 0 

21 0 

1,275 

10 

60 

6 0 

7.5 

24 0 

28 5 

1,540 

10 

70 

7 0 

9 3 

30 8 

37 8 

1,925 

10 

80 

8 8 

11 5 

39 5 

49 3 

2,600 

Maximum 

10 

90 

10 0 

14 5 

49 8 

63 8 

10 

100 

50 2 

36 2 

100 0 

100 0 


(richest) 







individuals who receive annual incomes of less than $720 per year seem 
doubly cursed Not only do they receive a meager fraction of the national 
income, but in relation to the amount they receive they shoulder a larger 
percentage of the national tax burden than the large middle class just above. 

A further comparison of interest is obtained by dividing the percentage 
of the aggregate tax burden borne by the members of each income group by 
the percentage of the total national income received by that group. The 
quotients for New York, II and III, are given in Table IV and reveal that 
no group under $4,000 income bore as large a proportion of the tax burden 
as the proportion of its income to the total of the nation.^® The disturbing 
thing about these quotients is that they do not rise evenly as incomes in- 
crease. In fact, they decline up to $4,000 and then rise till the highest 

exception must be made for those receiving less than $720 as noted above and 
shown m Table III At $750 the cumulative amount swings over to the other side 
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group is reached. Under other shifting assumptions whose quotients are 
not given here, the downward trend in the lower groups also occurs, though 
not always so evenly, nor always with the break just at $4,000. From these 
figures and those of Table III, it looks as though the tax system should be 
revised so as to reduce the incidence upon the very lowest groups and shift 
part of their burden to the groups just above Whether all of the lower 
income groups should pay at a reduced rate and how much the reduction 
should be are questions not being considered here. 

If 1939 be compared with 1936 in the matter of the inadence of the 
tax burden, the major change to note is the increased levies under the 

Table IV 


Proportion of Income and Proportion of Tax Burden 
(for New York II and III) 


Income groups 

A 

Per cent 
national 
income 
received 

B 

Per cent 
nation's 
taxes 
borne 

Quotient 

B/A 

0-7S0 

9 6 

9 2 

0 96 

750-1,250 

18 1 

14 1 

0 78 

1,250-1,750 

16 4 

12 5 

0 76 

1,750-2,250 

13 2 

9 8 

0 74 

2,250-4,000 

19 6 

14 1 

0 72 

4,000-7,500 

7 2 

7 9 

1 10 

7,500-15,000 

6 1 

8 2 

1 34 

15,000-30,000 

4 7 

9 4 

2 00 

30,000-50,000 

1 7 

3 8 

2 24 

50,000-100,000 

1 5 

3 7 

2 47 

100,000-500,000 

1 4 

5 4 

3 86 

500,000-1,000,000 

0 23 

1 0 

4 35 

1,000,000 up 

0 27 

0 9 

3 33 


Social Security act and the unemployment insurance laws of the several 
states. Thus, the payroll tax for unemployment insurance is now 3 per cent 
instead of the 1 per cent used in the TCF study, and for the old-age annuities 
an additional 1 per cent is being collected together with 1 per cent levied 
upon pay envelopes. Many states levy an additional 1 per cent or more for 
their own unemployment insurance funds The increase in taxes of this 
kind from 1 per cent to a total of about 6 per cent must have measurably 
increased the burdens of the low income groups both as customers and as 
employees.^^ However, the total tax collections in this category amount to 

“ Some contend with apparent logic that nearly all of the payroll taxes will ultimately 
be shifted to the employees and very little burden remain upon consumers This is contrary 
to the assumptions in any of the TCF senes Cf, James K Hall, "Incidence of the Federal 
Social Security Pay Roll Taxes,” Quart Jour. Econ , vol. lui, Nov, 1938, pp 38-63 
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less than 10 per cent of the total tax burden of the country and to make 
allowance for them would not greatly modify the conclusions already 
drawn. A third of the national income would still be received by those with 
incomes above $3,000 and some 40 to 45 per cent of the taxes would be 
paid by them.^* 

There next remains to investigate the di30Ference between the distribution 
of the tax burden of the federal government and that of state and local 
governments Using TCF figures for taxes and NRC for income distribu- 
tion as before, we computed the relative tax burdens as shown in the fol- 
lowing table: 


Table V 

Cumulative Percentages of Total Tax Borne, Federal versus State and Local by 
Income Groups, under Different Assumptions 


Upper limit 
of groups 

New York Series II and III 

Illinois 

Senes II 

Federal 

taxes 

State and 
local taxes 

Federal 

taxes 

State and 
local taxes 

$ 750 

3.7 

11 9 

3 8 

10 6 

1,250 

9 3 

28 6 

10 1 

26 9 

1,750 

14 1 

42 3 

15 8 

40 9 

2,250 

18 2 

53 9 

20 3 

52 4 

4,000 

26 1 

70 8 

30 3 

73 6 

7,500 

34 1 

78 6 

37 9 

86 7 

15,000 

45 4 

86 7 

50 2 

94 0 

30,000 

64 6 

92.8 

68 0 

97 2 

50,000 

72 9 

94 8 

76 0 

98 2 

100,000 

80 8 

96 7 

84 0 

99 1 

500,000 

94 0 

99 3 

94 8 

99 7 

1,000,000 

97 2 

99 7 

97 5 

99 9 

Maximum 

100 0 

100 0 

100 0 

100 0 


These percentages clearly reveal the regressive nature of state and local 
taxes as compared with federal. In New York under tax shifting assump- 
tions II and III, those with incomes below $2,250 bear about 54 per cent 
of the state and local taxes, but only 18 per cent of the federal tax burden. 
In Illinois under assumption II federal taxes are borne 50-50 by those above 
and those below $15,000 annually; for state and local taxes the dividing 
line IS much lower, only $2,200. For all taxes the national average was 
about $2,600, revealing the way in which our heavy state and local tax 
burden pulls the whole burden far away from the progressive ideal 
The contrast is perhaps best shown by constructing another table of 

“The payroll and pay envelope taxes under the old-age annuity provisions are not 
levied upon that portion of the income of an individual in excess of $3,000 from a single 
employer The payroll tax for unemployment insurance was not thus limited in 1936 
“ New York and Illinois are not truly representative in the matter of income distribu- 
tion, but percentages for the country as a whole had to be used for want of any local ones 
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quotients similar to that of Table IV in which the percentage of the taxes 
borne by each income group was divided by the percentage of the aggregate 
national income received by each group. TTie results are given in Table VI. 

The quotients for federal taxes are from one-third to one-half the quo- 
tients for state and local for incomes below $4,000. In the $5,000 income 
group they are equal, but in higher groups the federal quotients rapidly 
draw ahead until at the $600,000 level they are eight times as great as the 
state and local. 

The use of Lorenz curves permits a more comprehensive presentation of 

Fable VI 


Federal and Local Tax Burdens in Relation to Incomes 


Median 
income 
of group 

A 

Per cent 
national 

income 

received 

B 

Per cent 
federal 
taxes borne 
NYU and 
III 

C 

Per cent 
state and local 
taxes borne 
N. Y. II and 
III 

Quotient 

B/A 

Quotient 

C/A 

500 

9 6 

3 7 

11 

9 

0 4 

1 2 

1,000 

18 1 

5 6 

16 

7 j 

0 3 

0 9 

1,500 

16 4 

4 8 

13 

7 

0 3 

0 8 

2,000 

13 2 

4 1 

11 

6 

0 3 

0 9 

2,800 

19 6 

7 9 

16 

9 

0 4 

0 9 

5,000 

7 2 

8 0 

7 

8 

1 1 

1 1 

10,000 

6 1 

11 3 

8 

1 

1 9 

1 3 

20,000 

4 7 

19 2 

6 

1 

4 1 

1 3 

37,000 

1 7 

8 3 

2 

0 

4 9 

1 2 

65,000 

1 5 

7 9 

1 

9 

5 3 

1 3 

200,000 

1 4 

13 2 

2 

6 

9 4 

1 9 

600,000 

0 2 

3 2 

0 

4 

13 9 

1 7 

1,000,000 

0 3 

2 8 

0 

3 

10 4 

1 1 


the significant comparisons developed in this paper. In Diagram I, there 
are plotted against the percentage of income receiving units the percentages 
of (1) income received (2) state and local tax burden (3) federal tax 
burden, and (4) total tax burden. The line of equal distribution is also 
given to facilitate visual comparisons Note first the slope of the curves, 
and second their horizontal distance from the line of equal distribution. 
The unequal distribution of income percentages is, unfortunately, axiomatic 
under modern economic institutions More startling is the fact that the state 
and local tax burden line is above that for incomes received for the lowest 
two-thirds of the cases. That is, those consuming units receiving incomes 
below approximately $1,500 per year are decidedly discriminated against by 
our state and local tax system. For greatest justice in taxation the total tax 
burden line should be much farther below the income line in the lower 
brackets than it is. The federal curve, while not ideal, is much preferable to 
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PERCENTAGES Of CASES AND OF INCtRE RCaiVERS 

Figures for Diagram I — Lorenz Curves 
Tax Burdens versus Income Received 


Cum. 

Cases 

Cumulative Tax Burden 

NYU and III 
(Per cent) 

Cum 

income 

received 

State and 
local 

Total 

Federal 

31 6 

11 9 

9 2 

3 7 

9 6 

59 2 

28 6 

23 3 

9 3 

27 7 

76 0 

42 3 

35 8 

14 1 

44 1 

86 1 

53 9 

45 6 

18 2 

57 3 

96 5 

70 8 

59 7 

26 1 

76 9 

98 6 

78 6 

67 6 

34 1 

84 1 

99 56 

86 7 

75 8 

45 4 

90 2 

99 89 

92 8 

85 2 

64 6 

94 9 

99 96 

94 8 

89 0 

72 9 

96 6 

99 99 

96 7 

92 7 

80 8 

98 1 

100 0 

99 3 

98 1 

94 0 

99.5 

100.0 

99 7 

99 1 

97 2 

99 7 

100 0 

100 0 

100 0 

100 0 

100.0 
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the other two. Note that while distance from the straight line of equal 
percentages is "bad” for incomes, it is "good” for tax burdens. And since 
distance in this connection is a function of slope, it is good to have the 
slope of the tax burden line less than that for both equal percentages and 
incomes received. 

The final comparison to be made is that of the state and local burden in 
New York compared with that in Illinois Here the distribution of the tax 
burden depends very much upon the shifting assumptions used Illinois 
had a sales tax in 1936, but the state of New York did not Therefore, if 
we accept the assumptions of Series I that the sales tax is passed entirely 
on to the consumer, the burden upon low income groups in Illinois is 
obvoiusly higher than in New York. If, however, we assume that half of this 
tax IS borne by the merchant (Series II), then the middle income group is 
hit harder and lower income group gets off relatively easier Under Series 
III one-fourth of the tax is assumed to be shifted back to the producer and 
this hits the low income farmer, since the Illinois sales tax falls upon retail 
foodstuffs as well as other merchandise Finally, if one-fourth the land tax 
IS shifted to the final consumer and another fourth borne by the taxpayer 
while only one-half is capitalized, then the relative burden upon the lower 
classes is greater in New York where the property tax brings a greater per- 
centage of total state income than in Illinois 

Robert B Pettengill 

University of Southern California 



THE DETERMINATION OF MINIMUM WAGE RATES^ 

Many workers are now protected by federal and state minimum wage laws The 
criteria to be followed in determining rates under these laws leave much to personal 
discretion. Three criteria are provided in the state laws the minimum necessary for 
health, the value of services rendered and the rates prevailing for work of comparable 
character. Yet the complexities of the problem make the search for any definite and 
simple criteria fruitless The best guide to follow in setting rates is probably the test of 
experience. Some statistical investigations of the effects of state minimum wage laws 
have already been made Where minimum rates are set well below the median value 
of wages already prevailing in an industry, few adjustments in employment conditions are 
occasioned Where rates approximate or exceed this level, important adjustments occur 
Minimum wage rates placed at this high a level may injure the very groups which these 
laws are designed to aid 

Since validation of the Washington Minimum Wage law by the Supreme 
Court m March, 1937, activity in this field has been renewed on a broad 
front. Today twenty-six states, as well as the District of Columbia, Puerto 
Rico and Alaska, have such legislation, and the federal government, with 
tlie enactment of the Fair Labor Standards act, has gained similar powers 
over industries engaged in interstate commerce or in the production of 
goods for such commerce The state laws, except in the case of Connecticut, 
apply only to women and minors, already about a million women and girls 
are working under minimum wage orders or flat rate laws Approximately 
four million workers, or well over a third of all employed women and 
children, will receive similar protection when full effect is given to legisla- 
tion now on the books.^ 

Under the federal law, on the other hand, men as well as women and 
minors are included, so that many millions of additional workers are 
covered by its terms The most recent estimate of the Wage and Hour 
Division puts the number at approximately 12,600,000 ® Further minimum 
wage protection is provided by the Walsh-Healey Public Contracts act, 
enacted in June, 1936 This Act requires firms accepting contracts with 
agencies of the federal government for amounts above $10,000 to meet 
certain maximum hour standards specified in the law and such minimum 
wage standards as the Secretary of Labor may announce The industries 
now covered by contracts of this sort employ nearly five million workers.** 

I 

The central problem in the administration of this broad program is the 
determination of minimum rates of wages for a wide variety of industries 

’ This paper was written in connection with a seminar given by Dr Leo Wolman 

’Women’s Bureau, U S Dept of Labor, State Mtnmum Wage Laws and Orders, 
Bull 167 (1939), p 2 In 29 state legislatures meeting in 1939, wage and hour bills 
patterned on the federal statute were introduced In no case did these bills become law 

■Wage and Hour Division, U S Dept of Labor, Release of Oct 23, 1939 

^ Public Contracts Division, U S Dept of Labor, Release of Oct 9, 1938 
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throughout the country. In three of the states the original law specifies 
what the bottom floor to wages shall be. In the other twenty-three, however, 
provision is made for the appointment of wage boards to study various 
industries and to recommend rates; on the basis of these recommendations 
the authorized state agencies issue their wage orders. Among the highest 
and lowest rates now in effect, oddly enough, are those to be found in 
Nevada and in Arkansas, two of the three states in which the minimum 
wages are incorporated in the enabling legislation. In May, 1937, Nevada 
adopted a minimum rate of $3 per day, while the Arkansas law, passed 
as long ago as March, 1915, established $1.25 per day as the minimum 
rate ® Wage rates in almost all of the other states he within the limits of 
these two figures, their exact amount depending in part on the number of 
hours taken as the standard working week. A few minimum wage rates 
exceed 48 cents an hour, as in Oklahoma and the District of Columbia The 
majority of the rates, however, fall within a range of 30 cents to 40 cents 
per hour for a working week of 40 to 48 hours. It is worth noting that 
about three-fourths of the rates under the state orders are above the 30 
cent minimum now in effect under the Federal Wage and Hour law. 

Thus far the state wage orders have generally applied to such strictly 
mtra-state enterprises as laundries, cleaning and dyeing establishments, 
beauty parlors, hotels, restaurants and retail stores In some instances or- 
ders have pertained to firms which ship goods across state lines, a New 
York minimum wage order, for example, has been issued for the confec- 
tionery industry, while Massachusetts has brought electrical equipment 
and other important manufacturing concerns under its law. Indeed, federal 
estimates show that about one-third of the million workers now protected 
by state minimum wage orders or flat rate laws are in industries classified 
as interstate in character ® 

All industries coming within the purview of the federal legislation 
were immediately subject to the basic wage provision of 25 cents per hour 
for a 44 hour week as specified in the law. A year later, on October 24, 
1939, the minimum wage rate was raised to 30 cents per hour, and after 
the seventh year {t.e., October, 1945) it is to be raised to 40 cents. The 
maximum weekly hour schedule was reduced to 42 hours after the first 
year; it is to be lowered again, this time to 40 hours, after the law has 
been in effect two years.^ The knotty problem of determining special rates 
for certain industries still remains, however, since the Administrator of 
the federal law has been granted the power to appoint industry committees 
and to collaborate with them in setting minimum wage rates at any figure 

“Under the Arkansas law, the minimum rate may be revised, but to date no change 
has been made 

“Women's Bureau, U S Dept, of Labor, unpublished data 

’Payment for overtime is to be iVi times the regular hourly rate 
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above the flat rate contained in the law, but not exceeding 40 cents per 
hour.® 

Under these flexible provisions the legislation directs that rates may be 
set as near to the upper 40-cent-40-hour limit as economic conditions 
warrant but not so high as to occasion any important curtailment of em- 
ployment. Different rates may be established for various geographical 
classifications within an industry if they do not give a competitive advantage 
to any employer group within the trade The law provides that where such 
classifications are made, regional differences and competitive conditions as 
affected by transportation, living and production costs, are to be taken 
into account Minimum wage rates are also to be set with reference to 
the comparable rates specified in collective labor agreements and with refer- 
ence to the level of wages paid for similar work in the surrounding 
locality. These guides to policy give the Administrator and the industry 
committees appointed by him considerable latitude in determining par- 
ticular minimum wage and maximum hour rates. 

Nine committees have thus far been appointed, all of them in various 
branches of the textile and apparel trades. The rates recommended by these 
committees to the Administrator range from 30 cents to 40 cents an hour 
In no case to date have geographical differentials been recommended ex- 
cept in reference to Puerto Rican firms in the apparel trade A number 
of southern textile manufacturers, however, vigorously requested such 
differentials for their industry Only two wage orders are in effect at the 
time this is being written, the first in the hosiery industry, the second in 
the textile industry. 

Considerable discretion is also granted to those entrusted with carrying 
out the Walsh-Healey act True, working hour standards are specified in 
the Act itself. No firm can secure a contract with the federal government 
under this law that employs a worker more than 8 hours in any one day 
or 40 hours m any one week But the determination of wage standards is 
largely left in the hands of the Secretary of Labor The law only directs 
that wage standards incorporated in public contracts are not to be below 
the minimum prevailing for similar work in the same locality. Minimum 
wage rates issued under the Walsh-Healey act to date range from 32^ 
cents to 67^ cents per hour 

II 

As in the case of the federal legislation, the criteria contained in the 
state laws are open to widely varying interpretations. Almost all of the 
states having minimum wage laws have established as one criterion the 

’After 1945, the wage orders of the industry committees are to expire, new orders 
may be issued after this date, establishing special rates at any level between 30 cents and 
40 cents per hour but only under circumstances where the Administrator finds such action 
necessary to prevent substantial reductions in employment 
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minimum amount necessary to provide adequate maintenance and to protect 
health. In no instance, however, has a wage order met this standard. A study 
by the United States Department of Labor shows that during the years 
1913 to 1927 none of the minimum wage rates, when first announced, 
quite equalled the oificial cost of living figures Furthermore, subsequent 
price increases during this fourteen-year period made the gaps between 
standard and practice even wider.® Regarding the wage orders of the last 
few years the cost-of -living standard seems to be a more distant goal 
than ever, in connection with the state minimum wage orders where data 
are available, it appears that a considerable majority fall far short of the 
’'adequate maintenance” ideal In the cost-of -living survey of the New 
York State Department of Labor it was estimated that a wage of about 
$1,200 per year was the minimum necessary for health and decency in the 
case of a woman living alone in New York City. But the minimum wage 
order issued for the laundry industry, for example, granted a wage of 
only about $700 to a worker steadily employed throughout the year.^® 
In instances of this sort it is clear that the cost of living standard carries 
little weight and that, in the actual determination of rates, chief attention 
IS given to other considerations 

Another criterion included in twelve state laws, partly to meet con- 
stitutional objections, requires that wage boards or administrators in 
setting particular rates shall take account of the value of the services 
rendered Six of these state laws also contain the cost-of-living standard. 
But unlike the latter, this criterion directs attention to the position of the 
employer as well as to that of the worker and gives explicit recognition to 
the fact that from the former's point of view wages are a cost of doing 
business Here again, however, is a guide to policy subject to a wide 
variety of interpretations In an effort to give it content some states have 
taken into consideration such factors as the type of work performed, the 
relation between wage levels of various groups within the industry and the 
relation of wage costs to plant efficiency and to total costs Still, considerable 
latitude remains for the exercise of personal judgment in determining what 
the minimum wage and maximum hour rates in specific instances shall be. 

A somewhat more definite guide to policy contained in eleven state 
laws directs attention to the wages paid for work of comparable char- 
acter performed by workers in the same industry or in other industries. 
Under its terms the introduction of minimum wage safeguards would be 
called for if the wages of certain unskilled workers, in the canning in- 
dustry, for example, were found to be below the wages of other unskilled 

’Women’s Bureau, U S Dept of Labor, The Development of Mtnmum Wage Laws 
m the U S , 1912 to 1927, Bull 69 (1928), p 155 

’’New York State Dept of Labor, Adequate Maintenance for Women Workers tn 
New York State, Jan , 1938, p 22, and Wage Order for the Laundry Industry, March, 
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workers in the surrounding locality. Yet even the definition of this standard 
IS difficult and the problem of measurement is not an easy one. Just what is 
meant by the phrase ''work of comparable character'* is by no means clear 
m every case. Nor is it easy to compare the wage levels of different groups 
of workers if consideration is given to the weekly or monthly earnings 
actually received and to other differentiating circumstances. 

It IS open to doubt, moreover, how much weight this criterion deserves. 
Thus, even though the wages of a certain group of workers are found to 
be equal to those paid to others doing similar work elsewhere, the sur- 
rounding arcumstances may still warrant an increase, for it is entirely 
possible that the same influences that have reduced the wages of the first 
group to unduly low levels have likewise reduced the wages of these other 
workers to the same extent. On the other hand, this guide to policy would 
be carried too far if, regardless of other considerations, the wages of a 
particular low paid group were raised to the level that prevailed for workers 
engaged in comparable work elsewhere, under such circumstances em- 
ployers might more than offset the rise m hourly rates by reductions in the 
weekly or monthly pay checks of their workers. 

Ill 

These considerations mdicate some of the complexities of the problem 
and suggest that no single formula will prove to be an adequate guide to 
policy. Differences in the positions of working groups and of employers, 
differences in the characteristics of industries, changes in the level of busi- 
ness activity and in business prospects — all these considerations and many 
others are pertinent to the problem and make the search for any simple 
criterion or set of criteria fruitless. As a matter of necessity, therefore, the 
guideposts to policy reviewed above can do no more than specify the 
general limits within which particular decisions are to fall. Within these 
broad limits attention must be paid to a wide variety of factors before 
specific rates of minimum wages and maximum hours can be set. Actually, 
the task still remains of formulating an approach to the administration of 
minimum wage laws that will conform to the accepted standards of policy 
and at the same time will provide a means for coping with the multiplicity 
of factors involved. 

It is apparent from the foregoing that the problems involved in setting 
minimum wage rates are highly dynamic in character It is important, then, 
to work out some sort of reconciliation between the need for flexibility 
in minimum wage programs and their traditional role of guaranteeing a 
fixed wage to the lowest paid groups. Changes in rates would, of course, 
be necessary to offset movements in the general price level. Rate revisions 
to adjust for fluctuations in the volume of business activity and for changes 
in the circumstances under which competing employers operate would also 
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be required Finally, aside from any changes of this sort, outright errors in 
setting rates would probably occur. Even under conditions of relative 
stability, calculations of the effects of particular minimum rates on employ- 
ment conditions might easily go astray. Here again, revisions would be in 
order. In other words, the important issue is not whether rate determina- 
tions will have to be changed, but whether the particular rates requiring 
change can be quickly detected and the necessary adjustments made. The 
problem of revising minimum wage and hour rates, indeed, appears to be 
of only somewhat less importance than the problem of setting rates in the 
first instance 

To formulate an approach to the problem of determining rates under 
minimum wage laws which will make it possible to take account of the 
complexity of factors involved and which will also be useful in indicating 
where adjustments in rates are called for, is an exacting task The ap- 
proach most likely to meet these two requirements successfully is the prag- 
matic one Under this view the chief guide to policy, wherever possible, 
would be the test of experience The traditional goals of minimum wage 
legislation would be sought but not at the cost of serious disturbances in 
the markets for labor An important objective would be, therefore, an un- 
derstanding of the various circumstances under which particular wage and 
hour rates occasion dislocations in industry In method, this approach would 
rely chiefly on the statistical inquiry Data would be gathered, for example, 
on the movement of wages following the application of particular rate 
decisions, the number and type of workers subsequently released from em- 
ployment and the changes in the earnings of the employers involved 

As our knowledge broadened along these lines, substantial aid would 
be given in determining new rates and in revising rates already in effect 
The infinite variety of circumstances surrounding the application of specific 
minimum rates would make it diflicult, of course, to interpret findings; 
differences in business conditions and in the positions of individual con- 
cerns would make it especially hazardous to relate such findings to the 
determination of new rates In the case of the federal law the varying 
circumstances affecting competing employers in different areas would make 
the task a particularly difficult one Yet there appears to be no other ap- 
proach to the problem which holds out more hope for success. 

In any effort to reconcile the need for flexibility in minimum wage rates 
with their traditional role of guaranteeing a basic wage to the lowest paid 
workers, statistical inquiries of this sort would play a very useful part. On 
the one hand, such investigations would help reveal cost of living changes 
that might call for readjustments in the minimum rates. On the other hand, 
they would throw light on changes in the volume of employment and in 
the earnings of particular worker groups that might warrant revision of 
wage orders already issued. Students of minimum wage legislation, whether 
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friend or foe, would welcome inquiries of this sort. Wage law administra- 
tors, whether they felt that workers were receiving too little protection or 
too much, would be interested in their findings. 

IV 

Happily, surveys conducted by certain government agencies have already 
made some contributions along these lines. The labor departments of at 
least fourteen states have collected data on employment conditions existing 
before and after the application of specific minimum wage orders; and the 
Women*s Bureau of the United States Department of Labor has made in- 
vestigations of a somewhat broader scope In view of the limited coverage 
of these surveys, their findings only suggest certain hypotheses which later 
studies may affirm or deny Reference to a few of the conclusions which 
can be drawn from these investigations, however, will at least throw light 
on the approach to the problem of determining minimum wage rates sug- 
gested above 

In reviewing these surveys it is useful to consider the relation of minimum 
rates established by wage orders to the level of wages prevailing in the 
industries concerned When placed at a point well below the median value 
of wages, minimum wage rates apparently have had few important effects 
In Kansas and Minnesota, for example, most of the minimum rates issued 
during the years 1918-1922 were 30 to 50 per cent below median earn- 
ings Subsequent investigations showed few adjustments occurred in these 
industries True, the earnings of workers in the lowest quarter of the wage- 
earning groups increased somewhat following the application of the mini- 
mum wage orders On the other hand, only a few violations were reported, 
suggesting that employers experienced little difficulty in conforming with 
the law Furthermore, the wages of the higher paid groups were not visibly 
affected by these minimum wage decrees, suggesting again that if disturb- 
ances did occur, they were not of a far-reaching character 

Under circumstances where minimum rates have approximated median 
wages already in effect, however, definite adjustments seem to have been 
inescapable During the war years and immediately after, California estab- 

“ The investigations on which this study is based were made by the labor departments 
of the following states (m addition to the District of Columbia) Arkansas, California, 
Illinois, Indiana, Kansas, Massachusetts, Minnesota, New Hampshire, New York, Ohio, 
Oregon, Rhode Island, Washington and Wisconsin Except in a few instances they fall 
either in the period 1915-1925 or in the period 1933-1937, in scope they are generally 
limited to the laundry, mercantile and manufacturing industries Investigations by the 
Women’s Bureau of the U S Dept of Labor in the canning industry in California and 
New York, m the boot and shoe industry in Massachusetts and twelve other states, in the 
laundry industry in New York and Pennsylvania and in the dry-cleaning and dyeing 
industry in Ohio and Indiana have also been utilized 

” Women's Bureau, U S Dept of Labor, The Development of Mtn/mum Wa^e Laws 
tn the U S, 1912 to 1927, Bull 61 (1928), pp 344-345, 363-364 



1940] DetermmaUon of Mmmum Wage Rates 79 

lished minimum wage rates only slightly below prevailing median rates and 
earnings, the District of Columbia during this period specified rates some- 
what above this level Following the announcement of wage orders in both 
of these jurisdictions, wage figures for workers in the lowest quarter earning 
group showed a marked rise. Many employers, moreover, were unable or 
unwilling to comply with the terms of the wage orders, for at least a fourth 
of the workers in these two areas were subsequently found to be receiving 
pay below the specified minimum The movement of wage rates and earn- 
ings of the higher paid groups also bears out the contention that minimum 
rates, when set at this level, have occasioned important adjustments Median 
wages both in California and the District of Columbia showed immediate 
increases wherever minimum wage orders were put into effect, and, during 
the years 1914 to 1925, these median rates mounted much more rapidly 
than the comparable rates in states having no minimum wage laws Even 
the wages of workers in the highest quarter of the earning groups were 
apparently affected by the minimum wage orders, for in most cases wage 
rates and earnings of these workers moved in proportion to changes in the 
minimum wage rates, in contrast to their erratic behavior in Kansas and 
Minnesota where much lower minima had been established.^® 

Surveys of more recent experience point to the same conclusions In- 
vestigations by state labor departments and the United States Women’s 
Bureau have been made in seven states where the minimum rates have 
approximated or exceeded the median rates of pay prevailing in the 
several industries for which wage orders were issued All show that the 
wage rates and earnings of the lowest paid workers, following the wage 
orders, rose substantially and that median wages increased in about the 
same proportion Moreover, adjustments made subsequent to the announce- 
ment of the minimum wage orders involved the highest paid groups as well 
Wherever the government surveys secured data on this aspect of the prob- 
lem it was found that the wages of the highest quarter earning group had 
increased in sympathy with the general rise in rates 

Where minimum rates have been set at this level, then, employers have 
generally faced important changes in their labor costs Whether these 
changes have involved serious dislocations, however, is another matter and 
far more difficult to ascertain One test would be the number and type of 
workers subsequently released from employment Where minimum wage 
rates have approximated or exceeded the median level of rates already 
prevailing, no significant displacement of women workers has thus far been 

“Women’s Bureau, U S Dept of Labor, tbrd , pp 337-343 In the case of the District 
of Columbia, the data have only a limited coverage since a court suit, testing the law's 
constitutionality, was introduced in 1921 

“Surveys of selected industries, to which reference is made here, were conducted in 
California and Massachusetts for the years 1920-1930 and in Illinois, New Hampshire, 
New York, Ohio and Rhode Island for the years since 1933 
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found/® A study of employment changes in California between 1920 and 
1930 shows that in industries covered by minimum wage orders the pro- 
portion of women workers to the total grew more rapidly than in the same 
industries for the country as a whole In a sample study of 14 New York 
laundries and 11 Pennsylvania laundries it was found that the proportion 
of women workers during the period 1933 to 1935 increased in the former 
state where a wage order was in effect and actually declined somewhat in 
Pennsylvania where there was no minimum wage law In Ohio, wage 
orders established minimum rates substantially above the median level al- 
ready in effect, but even here surveys covering the period 1934 to 1937 
show no noticeable displacement of women workers 

But little really is known about this phase of the problem and subsequent 
studies may drastically alter these conclusions Surveys of changes in em- 
ployment, in company earnings and in the rate of mortality of concerns 
brought under minimum wage laws may throw a different light on the 
circumstances under which minimum wage orders occasion serious dis- 
turbance Similarly, if account were taken of influences associated with the 
varying phases of the business cycle or with such differences between in- 
dustries as the relative importance of labor costs, perhaps the picture would 
be considerably altered. 

Our knowledge of the effects of rates established under the Federal 
Wage and Hour law is even more limited In this connection, of course, 
sufficient time has not yet elapsed to make the necessary inquiries Federal 
authorities, for example, estimated that the wages of almost 700,000 
workers were raised in October, 1939, when the minimum wage rate under 
the federal law was increased from 25 cents to 30 cents an hour, similarly, 
the reduction in maximum hours from 44 to 42 hours per week was said to 
have affected the hour schedules of about 2,400,000 workers These esti- 
mates, however, were nothing more than predictions of probable effects; 
it remains to be seen how accurate they were 

V 

From the foregoing review of studies concerning the effects of minimum 
wage legislation, these tentative conclusions may be drawn Where mini- 
mum wage rates are set as low as 30 per cent below the median level of 
wages already prevailing in the industries concerned, no important adjust- 
ments in employment conditions are likely to occur. On the other hand, 
where minimum rates approximate median wages, some far-reaching ad- 

’®It IS important to note that these surveys cover years of general business expansion 
Women’s Bureau, U S Dept of Labor, The Benefits of Minmum Wage Legislation, 
March, 1937, p 8 

’’Women’s Bureau, U S Dept of Labor, tbid , p 11. 

“Women’s Bureau, U S Dept of Labor, unpublished data. 

“Wage and Hour Division, U S Dept of Labor, Release of Oct. 23, 1939 
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justments in the labor costs of individual employers may be expected to 
follow. Where minimum rates are placed above this level, the likelihood of 
serious disturbances is increased, indeed, it would not be surprising to find 
the application of minimum wage laws under these circumstances serving 
to defeat the very purpose for which the laws were originally enacted. It 
remains for further investigations to test and to amplify these conclusions. 
Amid the difiiculties and uncertainties besetting the administration of mini- 
mum wage programs, it is apparent that such investigations can play a 
helpful part It is to be hoped, therefore, that governmental authorities 
will not be backward in undertaking additional statistical inquiries along 
the lines of those already completed. 

Frank Pierson 


Columbia University 



CONCENTRATION OF JOINT-STOCK ENTERPRISE 
IN ITALY 

In terms of absolute and relative proprietorship, joint-stock company enterprise appears 
to have become increasingly important in the Italian economy since 1914 More significant 
IS a marked concentration of corporate wealth In 1922 the 100 largest non-financial 
corporations owned less than a third of all non-financial corporate assets, by 1936 the 
100 largest firms owned almost half of such assets The trend toward concentration has 
been even more pronounced in the field of banking It is to be noted, however, that 
political centralization of economic controls in recent years has come to overshadow the 
significance of authority resting on formal ownership 

In one of his leading speeches on the Fascist Corporate State, Premier 
Benito Mussolini undertook to give his listeners '*a broad outline of the 
history of capitalism during the past century.”^ This required a definition. 

Capitalism is a specific mode of production, a system of industrial produc- 
tion Capitalism in its most highly developed form is a mode of mass 
production for mass consumption, financed in mass through the national and 
international issue of jOint-stock capital. 

The touchstone of ''advanced capitalism,*’ then, is large-scale industrial 
and financial joint-stock enterprise In the course of his address, the Duce 
asked "Is Italy a capitalistic country^’’ and replied 

If by capitalism is meant that complex of usages, customs, technical progress 
now common to all countries, we can say that Italy too is a capitalistic country 
But if we go more deeply into the matter and examine the situation from a 
statistical standpoint ... we then secure data that enable us to say that Italy is 
not a capitalistic nation in the current sense of the word 

He cited statistics on the economic structure of the Italian population, in- 
dicating a numerical predominance of agricultural and small industrial 
enterprises "You see at once from this survey how varied and complex is 
the Italian economy, and why it cannot be identified with any one type; 
especially so as the 523,000 manufacturers are almost all at the head of 
small or medium-sized concerns ’’ That is, in Mussolini’s opinion Italy is 
not "capitalistic" because small-scale (and presumably non-corporate) 
enterprise is numerically outstanding in its business-industrial system. 

Unfortunately, the paucity of data on national wealth and income — 
and, furthermore, on the employment and production of corporate and 
non-corporate enterprises — makes it difficult to throw a direct and com- 
pletely revealing light on the significance of |oint-stock companies in the 
Italian economy.* The available information, however, indicates that large- 
scale corporate enterprise is by no means unimportant. Certainly, in 

'Speech to the National Council of Corporations, November 14, 1933 See Benito 
Mussolini, The Corporate State, Florence, 1936, pp 11, 18-19 

*The terms "corporate" and "corporation" are herein used as equivalent to "joint- 
stock" and "joint-stock company," not in their current Italian usage with reference to 
certain fascist institutions 
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Mussolinrs terms, Italy was more ‘'capitalistic” in 1933 than in 1922, when 
he took oflSce. 

The number of joint-stock companies in Italy has risen as follows. 
1913—3,069; 1922—6,850, 1927—13,201; 1932—18,518; 1937— 
20,018.® According to the statistician Corrado Gini, the aggregate national 
wealth (in current lire) was 111 billions in 1914, and 550 billions in 
1925.^ Tliis represents a rise of about 400 per cent. On the other hand, 
the total nominal “share capital” of the corporations increased from 
5 3 billions in 1914 to 36.5 billions in 1925 — that is, by about 600 per 
cent® During 1927-1934 Italy passed through a severe depression. No 
comparable estimates of changes in national wealth during this period 
are available, but it is altogether reasonable to infer that it was smaller in 
1934 than in 1925.® Yet corporation capital was greater it rose from 
36 5 billion lire in 1925 to 52 3 billion in 1930, contracting td 44 3 
billion in 1934. 

How large a proportion of the national wealth is controlled by corporate 
business enterprise^ This question cannot be answered with precision, 
inasmuch as the total of company assets includes an indeterminate volume 
of inter-corporate obligations But it is evident that such control has 
expanded considerably since the onset of the World War In 1914, some 
808 non-financial corporations reported their assets and liabilities to the 
Italian Association of Joint-Stock Companies. Their total capital was 
2,892.5 million lire — which was approximately 60 per cent of the capital 
of all non-financial corporations, reporting and non-reporting — and their 
total gross assets were 6,126.1 million lire"^ The assets of non-reporting 

* Istituto Centrale di Statistica . , Annuarw Stattsttco Itahano, various issues, 1914- 

1938 (Rome, 1914-1938) 

^Constantine E McGuire, Italy's Internaf zonal Economic Position (New York, 1927), 
pp 445, 451 

" Istituto Centrale di Statistica, op cit. Gini estimates that the real wealth was approxi- 
mately the same in the two years That is, the 400 per cent rise was almost entirely in 
money terms To what degree did corporation capital reflect the depreciation of the lira^ 
It seems unlikely that upward adjustments in nominal capital preceded advances in the 
index of living costs (used by Gini as the deflating factor) 

® That IS, in current lire It is possible that the national wealth was smaller even in 
'real” terms The wholesale price index (1913 = 100) fell continuously from an average 
of 646 in 1925 to 276 in 1934, the general index of industrial production (1922 = 100) 
rose from 156 6 in 1925 to 201 8 in 1929, declined to 145 9 in 1932, then rose to 182 2 
m 1934, the general index of agricultural production (1922 = 100) rose with some inter- 
ruptions from 1291 in 1925 to 147 8 in 1934, the index of railway freight traffic 
(1922 = 100) rose from 148 3 in 1925 to 154 2 in 1929, then fell to 85 4 in 1934, the 
number of persons totally unemployed rose continually from 110,298 in 1925 to 1,018,953 
in 1933, declining to 963,677 in 1934 C/ W G Welk, Fascist Economic Policy (Cam- 
bridge, 1938), passim 

’ Associazione fra le Societa Italiane per azioni, Notizie Statistiche, 1922 (Rome, 
1923) All data on "reporting” companies are computed from this and subsequent issues 
of the Notizte Statistiche Financial companies — banks, insurance firms, etc — have been 
excluded from the present estimate, in order to minimize duplication of assets 
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companies are unknown; however, sampling tests suggest that the capital- 
assets ratio of reporting companies is about the same as that of non- 
reporting companies.® Assuming this to be correct, it appears that gross 
assets of all non-financial companies in 1914 totalled about 11.1 billion 
lire. This represents 10 per cent of the national wealth in 1914. A similar 
computation indicates that in 1925 non-finanaal gross assets represented 
about 16 per cent of the national wealth. By 1933, the gross assets of 
reporting non-financial companies were 29 per cent greater than in 1925 — 
this in the face of reduced national wealth A conjecture that 20-25 per 
cent of the national wealth in 1933 was owned by joint-stock companies 
does not seem to be extravagant. Oblique as is such information on national 
and corporate wealth, there can be little doubt that there has been an 
impressive growth, both absolutely and relatively, of corporate enterprise 
in Italy during the past twenty-five years 
More significant — and also more pertinent to the Duce^s conception of 
capitalism — is a marked concentration of corporate wealth under the com- 
mand of a few large firms This may be measured in terms of the capital 
and assets of the 100 largest® corporations in 1922, 1926, 1933, and 
1936. These 100 companies held the following percentages of the total 
capital and gross assets of all non-financial corporations reporting to the 
Association.^® 


Year 

Percentage of reported 
non-financtal capital 

Percentage of reported 
non financial assets 

1922 

44 1 

41 6 

1926 

45 2 

46 1 

1933 

50 7 

53 7 

1936 

53 3 

55 8 


In accordance with the method of computation outlined above, the 
percentages of total capital and gross assets of all non-financial corporations, 
reporting and non-reporting, which were held by the 100 largest companies 
may be estimated as: 

*On the assumption that non-reporting companies are typically small (in terms of 
capital), a sample of reporting companies with small capital was examined in respect 
of the capital-assets ratio 

® "Largest” in respect of gross assets 

^®In the two fiscal years 1935 and 1936, the reported net profits of corporations were 
far higher than in any of the precedmg years Yet 99 7 per cent of the companies earned 
only one-third of this revenue The remainder went to 56 great corporations, which con- 
trolled about 40 per cent of all reported capital Istituto Centrale di Statistico, op at., 
1937, 1938 

“ Cf. Note 8 It may be observed that in 1936 the capital of reporting non-financial 
companies amounted to about 83 per cent of the capital of all non-financial corporations 
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Year 

Percentage of all 
non-financtal capital 

Percentage of all 
non-financtal assets 

1922 

33 2 

31 5 

1926 

36 1 

35 4 

1933 

38 6 

40 8 

1936 

44 7 

47 0 


Large business enterprises are of course more important in some fields 
than in others. In 1936 the 100 biggest non-financial corporations were 
distributed in various industries as follows electric power, 30, metallurgy, 
9, chemicals, 8, textiles, 7, machinery, 7; telephone service, 5; shipping, 
4; automobiles, 3; shipbuilding, 3; construction and building materials, 3; 
sugar refining, 3, real estate, 3, petroleum, 2; water, 2; railways, 2, gas, 
2, rubber, 2; matches, 1, paper, 1; cable, 1, distilling, 1; retail merchandis- 
ing, 1 Except for the textile (other than rayon), water, railway, real estate, 
and merchandising firms, these companies seem to be dominant in their 
respective fields, at least as regards ownership of assets On the other 
hand, corporate enterprise of even moderate size is apparently quite unim- 
portant in the fishing, wood-working, food-processing, and clothing indus- 
tries, and in the retail trades 

There has been a similar trend in the financial field In each of the 
four years since 1921, the three leading commercial banks held the fol- 
lowing percentages of all reported banking capital, gross assets, and de- 
posits. 


Year 

Percentage of reported 
banking capital 

Percentage of reported 
hanking assets 

Percentage of reported 
deposits 

1922 

24 0 

41 9 

32 9 

1926 

37 5 

44 8 

26 4 

1933 

49 2 

64 4 

44 8 

1936 

56 1 

67 1 

50 4 


The total number of reporting banks declined* 1922 — 228; 1926 — 250; 
1933—109, 1936—94. 

Eight great companies owned 54 per cent of the assets held by all the 160 electric- 
power firms, 4 of the 83 metallurgical companies owned 57 per cent of the assets, 
7 of the 195 mechanical companies owned 51 per cent of the assets, 2 of the 46 automobile 
companies owned 57 per cent of the assets, 2 of the 15 sugar-refining companies owned 
65 per cent of the assets, 1 of the 13 rayon companies owned 64 per cent of the assets, 
1 of the 9 rubber companies owned 73 per cent of the assets Associazione , , op at 

'®In 1927, these industries and trades employed about 40-45 per cent of all industrial 
and commercial workers, moreover, about 75 per cent of such workers were connected 
with firms employing ten or fewer persons More recent data are not yet available 
Annuarw StaUsUco Itahano, 1937, pp 68, 70 
^^Associazione op. at 
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On levels other than corporate ownership — ^that is, on personal and 
bureaucratic levels — business controls appear to have been concentrated 
even further within the past fifteen years. Discussion of the forces involved 
in economic centralization in Italy is beyond the scope of this paper.^® 
It may be noted, however, that the cumulative political integration of eco- 
nomic authority in recent years has come to overshadow the significance 
of control based on formal proprietorship 

Large corporations, then, have played an increasingly prominent role 
in Italian economic life since the advent of fascism. By 1936, 100 great 
manufacturing, communications, and trading companies — a mere half of 
one per cent of all joint-stock firms — owned almost half of all non-financial 
corporate assets Concentration was even more pronounced in the field of 
banking Evidently the fascist environment has not been uncongenial to the 
growth of large-scale business organizations. 

Carl T. Schmidt 

Columbia University 

^’See the writer’s The Corporate State tn Action (New York, Oxford Univ Press, 
1939) 



THE RELATION OF AMERICAN FOREIGN-TRADE POLICi' 
TO NEW DEAL DOMESTIC POLICY 

Paper presented at a Round Table Conference of the American Economic Association, 
December 27, 1939 

The comparison of American foreign-trade policy and New Deal domestic policy is 
only superficially a question of economic policy in tlie narrow sense Economists tend to 
approach these problems as if they were questions of trade barriers in the international 
field and of price rigidity and monopolistic tendencies in the domestic field Essentially 
autarchic tendencies in foreign trade and monopolistic tendencies in domestic markets are 
political responses to a shift in the social framework of the market Traditional economics 
tends to assume the constancy of this social framework, and then proceeds to a refinement 
of its analysis within the postulated constancy Present problems arise because the frame- 
work of custom, values and law is shifting Economics has become increasingly exact in its 
formulations, and at the same time increasingly irrelevant to the social process it claims to 
study The essential problems today are Is the social framework still a constant^ and if 
not, what difference does it make in the discussion of relevant policy Until these questions 
are explicitly faced, divergent policies in international and domestic markets will be argued 
with heat but without light, because the traditional postulate of the economist — the con- 
stancy of the social framework — eliminates the area in which the real problems arise 

A discussion of the relation of American foreign-trade policy to New 
Deal domestic policy must be based upon a clear understanding of the 
nature of the two policies which are in comparison 

There is little difficulty in a statement of our present foreign-trade 
policy ^ Essentially it is designed to broaden trade by a process of negotia- 
tion of trade agreements with other countries to reduce trade barriers. The 
objectives are both economic and political No discussion of the economic 
objectives is required before an audience of professional economists — there 
IS no proposal in the field of economic policy for which so nearly unani- 
mous support can be found in the profession. The political objective — 
the development of an atmosphere in international relations in which 
peaceful intercourse between nations becomes somewhat more probable 
or possible — is open to more serious doubt Few will question the objective 
itself; but qualified students of international relations might well wonder 
whether an expansion of international economic intercourse which was not 
accompanied by a strengthening of the international political and juridical 
framework in which the trade relations will develop, might not rather 
easily promote a variety of international contact that might lead to inter- 
national conflict, if no provisions were made at the same time for mech- 
anisms and institutions of adjustment which would render such conflict 
harmless from the standpoint of the preservation of peace Mr. Raymond 
Moley defined ''the twin objectives of the New Deal” as "the application 
of intelligence and goodwill to the solution of our domestic problems, and 
the avoidance of foreign entanglements.”^ A program to reduce trade bar- 

* Francis B Sayre, The Way Tortuard (New York, Macmillan, 1939); W S Culbert- 
son, Reciprocity (New York, Whittlesey House, 1937), R L Buell, The Hull Trade 
Program and the American System (New York, Foreign Policy Association, 1939) 

* Sat Eve Post, Aug 26, 1939 
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ners that was accompanied by a simultaneous policy of "avoidance of 
foreign entanglements" was clearly destined to lead to vigorous discussion 
and dissension within the initiating group as soon as matters were thought 
through their elementary stages We need not be surprised to read in Mr. 
Moley's memoirs that the secretary of state who negotiated the trade agree- 
ments "personified the philosophical opposition to New Deal policies."® 
No one who represented the nationalist alternatives of N R A and AAA. 
could possibly have reasoned otherwise After the failure of N R A the 
effort on the part of some of the administration advisers to restore com- 
petitive controls by a re-invigoration of anti-monopolist measures, was 
destined to widen this division. 

It IS harder to characterize the New Deal domestic policies than the pres- 
ent foreign-trade policy. It may well be questioned whether a domestic 
policy exists — or ever existed Max Lerner, who may be assumed to take a 
fairly sympathetic attitude toward the congeries of interests — ideological, 
material and otherwise — that are usually described in political shorthand as 
"the New Deal," recognizes at least eight schools of economic thought 
among its advisers,^ but a professional economist might well question this 
observer’s competence to analyze such problems, for he is capable of such 
economic monstrosities as the statement that "economists still cling to the 
theory of comparative costs, although the world is covered with tariffs,"® 
which makes about as much sense as a statement that physicists still talk of 
gravitation although the sky is full of airplanes. 

Perhaps the best way to characterize the domestic economic policy of 
recent years is to describe it as piecemeal protection of a succession of pro- 
ducers’ interests Formerly — in the case of the Interstate Commerce Com- 
mission and of the Federal Trade Commission, for instance — the object of 
public policy was the protection of the consumer. In view of the general 
purpose underlying such regulation, it could not so easily deteriorate into 
the protection of special groups The new regulatory devices have not been 
designed to hold the scales even, but they have been deliberately contrived to 
protect specified producers’ interests. The agricultural controls are admin- 
istered to protect the farmer. The wages-and-hours administration is sup- 
posed to raise wages The Wagner act machinery is charged with the pro- 
tection of collective bargaining. Even the ICC has degenerated into an 
agency to protect railroad labor and railroad bondholders In other words, 
the special-interest principle of the protective tariff has been generalized. 
In so far as consumers’ interests are envisaged at all, they come in in- 
directly through the supposed reverberations of the protected producers. 

^ Sat Eve Post, July 8, 1939, p 71 See also R Moley, After Seven Years (New York, 
Harper, 1939) For similar argument, see Book 1 of Jerome Frank, Save America First. 
(New York, Harper, 1938) 

*It Is iMter Than You Think (New York, Viking, 1939), pp 156-8 

*lbtd,p 11 
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This gives us a good point of departure for our comparison of foreign 
trade and domestic economic policy If the general welfare should be the 
purpose underlying economic policy, we might well ask whether that gen- 
eral interest should not be directly envisaged instead of merely assuming 
that we can promote it most effectively by the indirect method of protection 
of one producers' group after another Isolated policies can best be tested 
for their effect on society as a whole by an investigation of their conse- 
quences to the consumer By a curious twist of history our present foreign- 
trade policy is the only major exception to the general trend of determining 
national policy by concessions to specific producer groups The present trade 
agreements program submits every special interest plea to the test of its 
compatibility with a general interest of the economy as a whole In America 
tariffs were the first major curb on freedom of enterprise Historically, the 
movement toward curtailment, subsidy, and monopoly took much of its 
impetus from the drift toward '‘protection" of national producers in a 
world market. From this standpoint the effort to "free" trade from some 
of its worst tariff shackles seems to be the last effective defense of free 
enterprise and free markets 

The significance of the trade agreements policy as a measure to insure 
the flexibility and even the viability of our free economic institutions is 
generally overlooked Too frequently attention is restricted to the areas in 
our economy that are immediately involved in foreign trade and no sig- 
nificance IS attached to the mis-direction of economic energy which is pre- 
vented by the potential competition of world markets that emerges as a 
possibility as soon as certain limits imposed by trade barriers are exceeded 
The mere fact that free contact and comparison with a world market is 
maintained with economic calculation continuously devoted to the pos- 
sibility of entering it, or of switching from one external market to another, 
has — as Professor Wilhelm Rdpke has recently expressed it — a value for 
the rational functioning of national economics which no juggling of statis- 
tical data can possibly elucidate or obscure. 

Whereas the actual world trade . works like a hormone or a vitamin, the 
biological value of which is quite out of proportion to the active quantity, the 
potential world trade considered here may be compared to a catalyst in a chemical 
process which does not enter into the compound at all while being the sme qua non 
of the process itself It is acting, like the British fleet, *'in being,” and what this 
means will be discovered only when it can act no more 

The morphological importance of potential world trade, it must be admitted, 
is a rather vaporous subject which it is very difficult to handle without drifting 
into empty speculation ; but that it is here and that it deserves the greatest emphasis 
cannot possioly be denied either It would be easy, moreover, to show that it is 
really nothing more than a special case of a general phenomenon pervading the 
whole economic process and to name examples in other fields where it has been 
much better recognized than in this special field of economic theory. It seems 
certain that a careful and sober analysis of this subject would yield a number of 
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interesting results, and it is also to be hoped that it would help to bring some 
fresh air into the somewhat stuffy atmosphere of the traditional theory of inter- 
national trade, which is still too much centering around the hoary quantitative- 
mechanical notions of the classical school In such an analysis much stress would 
have to be laid on the fact that the terms of "potential world trade" cover also 
all those concepts like "confidence," "expectation," "elasticity," "continuity" and 
"security" which are so much at the forefront of present-day economics Especially 
worthy of consideration seems to be, in this context, the question of what the 
potentialities of world trade mean for the incentives to that private investment 
activity, at home and abroad, which plays such a conspicuous and well deserved 
r61e in contemporary economic thought as the prime condition of the optimum 
equilibrium of economic life.® 

Relatively low foreign-trade figures in a free market may therefore go 
together with extremely great significance to the health of the economic 
structure as a whole; and, conversely, relatively high foreign-trade figures 
based on autarchical "bargaining" may simply conceal the fundamental 
decay of world markets because they may represent a foreign extension of 
domestic economic controls rather than a growth of the interwoven struc- 
ture of world economy These are, of course, precisely the reasons why 
policies leading to the reduction of trade barriers are fought tooth and nail 
by the beneficiaries of the special interest policies that are now so widely 
prevalent throughout the world, and fought most eloquently by spokes- 
men for "free enterprise" who apparently suffer no intellectual indigestion 
from the simultaneous support of expansion and restriction of markets 

Thus far this paper has followed rather conventional lines. The topic 
assigned to me is a broad discussion of economic policy, however, and it 
gives me an opportunity to widen the area under study to include some 
factors that have convinced me that the analysis is valid but does not go 
far enough It is apparently true — as the old saw goes — that economists 
win all the arguments, and protectionists the elections, with the gratifying 
exception of the current Cordell Hull period and even there threatening 
political clouds obscure the horizon In the current intellectual tradition this 
is usually dismissed with a sigh about the gullibility of the great unwashed, 
while we retire to the safe battlegrounds of the classroom smugly confident 
of the purity of our logic The twin devils of "propaganda" and "ignor- 
ance" are under comfortable control in the ivory tower and here the election 
returns filter through a qualitative grading system To a social scientist 
worthy of the name, this should, however, suggest that our fundamental 
hypothesis might be too limited for the scope of the problem — our logic 
may be as perfect as we think it to be but the framework in which we are 
applying it may be too narrow to lead us to practically significant results. 

• W Ropke, Interim Report on International Economic Disintegration (mimeographed) 

^See my recent papers in TJbe Proceedings of the Institute for Administrative Officers 
of Higher Institutions, vol x, 1938 (Univ of Qiicago Press) , and the Proceedings of 
the Conference on the Problems of Higher Education, 1939 (University of Illinois Press). 
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It may be quite as silly to discuss economic nationalism and its political 
accompaniments in terms of its economic irrationality, as it would be to 
treat insanity as a problem of crooked thinking to be cured by the teaching 
of logic. 

For the past three centuries we have been able to take for granted the 
social framework in which we carried on our economic activity. We in- 
herited our law and our religion — and "'change'' in such matters was slow, 
almost imperceptible We inherited private property and the family system, 
as well as our attitudes toward our monetary institutions and the ethical 
foundation of contract Our economic policy — as well as our economic 
thought — could be passive about such matters, although there was an 
awareness in the political economy of men like David Hume, Adam Smith 
and John Stuart Mill of the significance of these assumptions which is 
sadly lacking in contemporary "'economics " Occasionally a particularly 
keen observer like De Tocqueville would draw attention to the fact that the 
loosening of political ties — which was his negative way of describing our 
economic and political freedom — was possible only if strong moral bonds 
continued to exist. 

The strong moral bonds have not continued to exist — and this is the 
basic fact to emphasize in the current drift to authoritarian government 
The feudal and religious code have gradually become too weak a bridge to 
carry the traffic — and the impersonal division of labor which was the main 
cause of the new productivity of human economic effort contributed 
mightily to the decline of the prevailing cake of custom The result is 
that the social framework cannot any longer be regarded as a constant 
— and the social and economic theory that was based on this assumption, 
has therefore lost its immediate relevance. 

Some contemporaries advocate deliberate indoctrination of some tsm 
of either a conventional character such as "'the American way" or of a 
more venturesome nature such as one of the fifty-seven varieties of col- 
lectivism as a remedy for the difficulty Here again the basic cause of con- 
temporary difficulty IS overlooked Merely baking ourselves back into some 
new cake of custom will not remove the distress caused by the cracks in 
the comfortable crust of convention that covered our routine in the past 
For the new cake of custom will give way before the same forces that sub- 
verted the old — and the social indoctrinators do not propose to do anything 
about these forces which are inevitably interwoven with the drift of social 
policy throughout the world today 

What are these forces? Essentially they all spring from our predomi- 
nant modern preoccupation with increased material standards of living, 
with our constant drive toward increased productivity. All our twentieth- 
century political faiths agree upon this objective and it is frequently en- 
visaged as an end in itself. In the United States, New Deal Democrats 
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as well as their more conservative brethren in and out of their own party 
agree upon this objective. Disagreements are a matter of means to achieve 
this end. Similarly fascists and communists are lyrical in their description 
of the ' 'waste*' of laissez-faire democracy, and here, too, basic agreement 
upon ends exists, although it comes in sidewise in fascism because of the 
emphasis on a war-economy Now increasing productivity — generally ac- 
cepted as an end — ^precludes the choice of certain means and inevitably 
leads to the selection of others The social by-products of these means 
constitute our problem 

Productivity as a social end means specialization and division of labor 
as means. It means heavy stress upon the rational and impersonal and it 
means continuous undermining of the traditional, the social, and the other- 
than-intellectual To be sure, the more specialization, the greater the need 
for careful coordination of the specialists.® The specializing — ; e., the dif- 
ferentiating — aspect of our activity is, however, constantly stressed in our 
day-by-day effort of earning a living, while the coordinating — i e , the fit- 
ting into a common framework — is impersonal and takes place through 
abstract devices like a price system or the technique of an administrative 
bureaucracy These observations hold for consumers as well as for pro- 
ducers, and throughout there is emphasis on doing only one thing and 
on leaving other aspects to the respective specialists assigned to the mat- 
ter. This goes even to the extreme where values themselves become a 
specialty of the clergy or the secular professor of ethics, while the to- 
getherness of ends-and-means becomes a stepchild of all disciplines In 
recreation — the very recognition of "recreation" as a separate activity 
is characteristic of the system — ^we tend to passivity We listen, look, and 
thrill at the activities of specialists, and a general "spectatontis" develops 
in these fields The sense and value of participation has disappeared, and 
more and more people use only one small part of their potential human 
equipment Abstract and impersonal relations predominate, and the gen- 
eral decline of intermediate social groups, of the family, and the church 

* In education a parallel is found in the heavy stress on analysis and the neglect 
of synthesis Everyone writes monographs, and cant about the "hack work” of textbook 
.writers is the life of "pedagese” rhetoric An authoritative textbook in some significant 
field of learning can, of course, be as valuable a contribution to knowledge and to 
teachmg as any that can be made in some other field One reason why hack writing pre- 
dominates in the text field is the manner in which professional motivation is set against 
the participation of our ablest talent along these lines, although it could certainly be 
argued (1) that the best method of correcting present standards would be the encourage- 
ment of such work by really first-rate talent, and (2) that the best method of improving 
current specialized effort — and of evaluating its relative importance — ^would be a broad 
effort to integrate the mass of monographic "knowledge” in a more comprehensive 
synthetic statement But the sad truth is that most of our specialists could not write a 
comprehensive textbook, if they wanted to do so, and — it is to be suspected — that if they tried 
to do so, much of their expert learning would "come out in the wash ” 
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IS obvious to any observer.® Sociologists have coined the term ** anomic* 
to describe this condition — a community in which the old code has lost 
its grip on individuals and in which a new code has not yet emerged. 

In such a community ''specialists'* will arise to cater to the new "wants** 
of a psychological and emotional sort. Commercialized recreation like the 
movies and dance halls and pathic politics of the totalitarian type illus- 
trate the thesis. Life has to increasing multitudes a quality that might be 
called "absence of wholeness** or perhaps emotional starvation. Seg- 
mental thought and organization becomes characteristic in economic and 
political life as another typical expression of specialized endeavor. A 
community in which such traits develop in wide areas becomes a menace 
to all the values of a free and democratic society. Chassez le naturel, il 
revient an galop. Soon the man on horseback or a civilian and pedestrian 
expert in emotional discharge on a mass-production basis arises to cater 
to the "needs’* of the multitude — and his remedies will usually be of the 
type that narrows the market, reduces productivity, and consequently en- 
courages the formation of patterns of violent discharge of the tensions that 
accumulate If the very real achievements of specialization are not to be 
more than offset by these "costs’* of the impersonal and abstract — deso- 
cializing — aspects of the process, a social program will have to be devised 
to make specialization "safe for society’* — meaning safe for that which 
makes for social cohesion Education in the broadest possible sense of the 
term — from the nursery through the adult stages — may well play a sig- 
nificant part in such a program 

Clearly tendencies of this type cannot be deflected by imposing a super- 
ficial change in the pattern of control while we maintain the essential 
character of the productive process Industrial development in the USSR, 
produces exactly the same social consequences in this respect Part of the 
explanation for the lack of understanding among radical critics of "capi- 
talism** of the emotional and psychological factors that help to explain 
their own "radicalism" probably lies in the esthetic and spiritual poverty 
of Marxism which professes to see all these factors as dependent upon 
the mode of production in its ownership aspect The legal technicalities 
of ownership, however, have little to do with the psychological impact 
of a given technique of production. "Ownership" by a cooperative, a 
capitalist corporation, or the federal government is likely to make little 
difference in the effect upon the impact of a conveyor-belt factory upon 
the workers involved in such production, unless suitable supplementary 
organization is provided, and the latter is as likely to occur under one 
form of "ownership" as under another. 

®C/ The useful community youth surveys of the American Youth Commission, te, 
Howard M Bell, Youth Tell Thetr Story (Washington, DC, Am Council on Educ ) 1938, 
pp 274 
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It is suggestive to examine briefly two examples of a social pattern that 
avoided some of these modern tendencies. The first is historical, the sec- 
ond contemporary. 

Medieval education could with impunity stress the purely intellectual 
or strictly vocational — and these two often meant the same thing, as they 
frequently do today It operated in a society of which every member be- 
longed to a single strongly entrenched church and in which that church 
maintained a strong family system that was sacred in every sense of the 
term Art in general, group expression in religious ritual and procession, 
production and consumption, and government itself — all derived their 
meaning from the same religion. In such a society — unified by a common 
faith — ^the problem of other-than-formal education could not even arise 
All specialized activity derived its meaning from the common religious 
core of civilized life 

The Scandinavian countries supply us with a good contemporary ex- 
ample Too frequently the relatively stable conditions in these countries 
are discussed in terms of social and economic policy and accompanying 
organization The factor of cultural homogeneity is frequently overlooked 
and the deliberately created — as contrasted with historically grown — as- 
pects of this homogeneity are very seldom observed The striking results 
of the movement for supplementary adult education m Denmark and 
Sweden are first of all attached to an other-than-intellectual emphasis in 
the program In its origin the movement might even be described as anti- 
intellectualist in the strict sense of the term Heavy stress was placed by 
Grundtvig as early as 1844 on the social and cooperative aspects of edu- 
cation, on folk song and folk dance, on the role of tradition, myth, and 
religious observance, and on the peculiar educational fruits of working 
and living together To stress the significance of the contribution this 
movement has made is not necessarily to demand exact duplication of its 
program or procedures Obviously in a different social and historical set- 
ting another adjustment of content and techniques would be demanded, 
and this would be in strict accordance with the essential ideas involved 
in the movement. 

The lessons of the historical and the contemporary example are there- 
fore identical To maintain social cohesion something beyond the usual 
secular program is required In the normal course of events this will be 
supplied by institutions like the family and the church With rapid social 
change involving the position of these fundamental educational influ- 
ences, the content of formal education should be reexamined and evalu- 
ated in terms of the social setting in which the institutions that supply 
formal education operate When the institutions that are supposed to cater 
to other-than-intellectual needs of the human personality rapidly shift in 
their range of influence, basic questions are in order as to a correspond- 
ing shift in the direction and content of formal education with an eye 
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to making up the deficiencies now revealed in the activity of the other 
institutions that played so important a part m the social — i,e,, total — edu- 
cation of the young. The deepest challenge to formal education in a demo- 
cratic society IS to find emotional equivalents in its program for the type 
of thing that is likely to make the totalitarian appeal irresistible if it is 
not recognized at a sufficiently early date in the process. At bottom, this 
IS the meaning of the appeal of the slogans of “security** and “national 
self-sufficiency’* in political life as well as of the ideas of integration or 
meaningfulness that now play such a prominent part in American edu- 
cation. The solution, however, does not primarily lie in economic legis- 
lation or in improved methods of organizing educational subject matter 
or in better teaching, but in a radical reorientation in our thought about 
the content of formal education which will once again restore values to 
a central place in our program. 

The foreign-trade policy and the domestic economic policies of our 
federal government are all defended in the name of the larger end of 
the preservation of democratic institutions. Democratic institutions funda- 
mentally rest on the moral foundation of shared values, that is to say, 
they rest on moral like-mindedness When the common ethical founda- 
tion IS undermined — as it is by the drives that spring from division of 
labor and the impersonal exchange of specialization — dictatorship looms 
as the only eifective way to prevent chaos In his recent Freedom and Cul- 
ture John Dewey says that a culture which “permits science to destroy tra- 
ditional values but which distrusts its power to create new ones is a 
culture which is destroying itself** (p 154), and it is clear from the con- 
text that the term “science” is intended to include all the impersonal tech- 
nological implications of science as applied to economic activity. 

This disintegration of world economy is an obvious fact, only partly ob- 
scured by some of the immediate military necessities of countries striving 
for autarchy The splintering of domestic markets into monopolistic seg- 
ments is equally obvious, and the threatening political implications of the 
destruction of both world and domestic markets are already head-line ma- 
terial in the daily press.^° Economists who work in a scientific tradition 
that assumes the social framework of the economic process to be a con- 
stant, habitually tackle these problems as if they were questions of tariffs 
and trade barriers in the international field, and problems of price rigidity 
and monopolistic tendencies in the domestic market In fact, the splinter- 
ing of markets — international as well as domestic — cannot fruitfully be 
discussed upon the assumption of a constant social framework because the 
crisis with which we are dealing is itself caused by the breakdown and 
fluidity of the social framework. Totalitarianism is simply a political re- 
sponse to anomte, a final culmination of impersonal and secular tech- 
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niques that destroy all traditional checks and restraints Restrictionism 
of the New Deal variety is a stop-gap, unable to deal with basic causes and 
Itself a cause of further maladjustments. To restore free markets will re- 
duce immediate economic pressures — and it is therefore desirable because 
It will give us a new breathing spell — but it will strengthen the very forces 
that have been traced in this paper, because they arise in an economy of 
increasing specialization and impersonality with its accompanying secu- 
larization and anomte. 

The larger issue is one of social cohesion. In old-fashioned static lan- 
guage It is an issue of a moral or religious character. The term '’static*' is 
used because our modern problem calls for a dynamic process of moral 
regeneration, an effort to restore social cohesion by deliberate and intelli- 
gent endeavor. The social cohesion that made our free political and eco- 
nomic institutions possible in recent centuries was "inherited” (un- 
planned) — it was in John Dewey's words "a gift of grace” If the free 
institutions are to endure, the new cohesion will have to be created by 
conscious and rationally directed effort in a planned and purposeful man- 
ner These issues — because they are issues of the social framework of the 
market — call for a return to the old art of political economy rather than a 
continued pursuit of the illusion of a scientific economics. Assumptions 
about the constancy of the social framework have tempted a generation 
of esoteric parlor economists into an orgy of mathematical precision, ele- 
gant equations — and historic irrelevance Some of our best minds are 
splitting fine hairs when they might more fruitfully be splitting some of 
the dangerous logs that are clogging the flow of intelligence in its effort 
to grasp the significance of the current scene 

We have gone a long way from the time in which the leading eco- 
nomic thinkers were also the leading moral philosophers Hume, Smith 
and Mill were the outstanding authors for their time in both fields Un- 
der such circumstances it was safe to assume constancy in the social frame- 
work. Today we live in a climate of opinion in which the problems of 
values are regarded as beyond the realm of scientific discussion, unless we 
belong to the and Marxist tradition in which values themselves are seen 
as derived from the mode of production It is not surprising that "eco- 
nomics” has become increasingly exact in its logical and statistical formu- 
lations, and at the same time increasingly irrelevant to the social process 
it claims to study Meanwhile the lawyers, political scientists, sociologists 
and even philosophers barge into the discussion of economic problems 
with admittedly amateurish standards while the economist withdraws in 
puristic horror to the refuge of the mathematical pages of the scholarly 
journals where even his own colleagues are not likely to read him for the 
simple reason that they prefer to spend their time with the lusty chal- 
lenge to real thought about economic problems as it has sprung up with 
Adam Smith's earthiness in a business-man’s magazine like Fortune, 
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We have gone the whole way from relevance to irrelevance, from a 
concern with the wealth of nations to a concern with a splinter in the 
economy We leave political economy as a social science to journalists 
while we busy ourselves with the ''economics” of money, or agriculture, 
or labor, or monopoly. It is distinctly bad manners in the profession to 
draw attention to the fact that the assumptions upon which the analysis 
of the splinters is based, are increasingly irrelevant to the altogetherness of 
things and that there is no peculiar social merit in the analysis of non- 
existent problems 

The issue is not one of design or drift, or of expanding markets versus 
governmental controls This paper should not be interpreted as an argu- 
ment for laissez-faire or as an argument against "planning” in the broad 
sense of applying intelligence to social problems. There is acute need for 
planning — for systematic and purposeful activity. The real questions 
should be directed at the nature of present planning The present drift 
of planning — private and public — is concerned with surface symptoms. 
This IS true of the planning which is involved in our foreign-trade and 
anti-monopolistic policies — planning to restore competitive controls — and 
it is also true of the planning that is involved in the domestic policies de- 
signed to create contrived scarcities We should keep our eye on the ball 
the framework of the market itself is shifting. 

The splintering of international and national markets is only super- 
ficially a question for economic analysis under the traditional asumptions 
of constancy of the social framework For several generations such an 
assumption has been a defensible working hypothesis The current crisis 
has arisen because the assumption of its constancy is no longer valid. It 
IS a crisis of scholarly method as well as of society itself 

Policies designed to broaden markets by the restoration of competitive 
controls — the open market at home or abroad — are usually argued on the 
implicit assumption of a constant social framework for the market The 
argument usually seems unconvincing or even irrelevant to those who 
argue for restrictionist devices such as many of our domestic economic 
policies These restrictive domestic policies — as well as their autarchic 
parallels in foreign trade — are usually based on assumptions that involve 
a shifting social framework as a primary source of motivation Until the 
issue is joined in this basic area of disagreement — that is to say, until the 
question is asked is the social framework (still) a constant^ and if not, 
what difference does it make in the discussion of relevant policy? — the 
divergent policies in international and domestic markets will be argued 
with heat but without light because the arguments are not made within 
the same universe of discourse 

Harry D. Gideonse 

Brooklyn College 



SOME EFFECTS OF A MINIMUM WAGE UPON 
THE ECONOMY AS A WHOLE 


This paper is concerned with the economic effects, upon the economy as a whole, of 
establishing a uniform minimum wage The system under consideration is a closed economy 
operating at less than full employment and with imperfections both in the factor markets 
and in the commodity markets Under these conditions, a minimum wage is likely to in- 
crease the economy’s propensity to consume Whether the total volume of employment will, 
on balance, be maintained, diminished, or increased depends upon whether the increase in 
effective demand flowing from the heightened propensity to consume equals the decrease in 
effective demand caused by factors whose influence is adverse It seems probable that the 
establishment of a moderate minimum wage would create more consequences favorable to 
the maintenance of the level of employment than unfavorable Though price advances may 
result, the real income of the persons covered by the legislation will be raised Whether 
the real incomes of other members of society will be altered is difficult to foretell, the result 
depending upon the extent of the price changes and upon whether or not the level of 
employment is maintained 

Most books and articles dealing with the subject of minimum wages are 
descriptive or argumentative works concerned chiefly with some specific 
legislative act.^ In addition to works of these types there are several in 
which some attempt is made to give a theoretical explanation, of more or 
less general applicability, of the economic effects of minimum wages ^ 
There is neither space nor necessity for detailed criticism of this literature, 
and it will suffice to indicate the reasons for believing that further study 
of the subject is necessary. 

( 1 ) Until very recent years, almost all theoretical discussions of wages 
and employment have been founded, consciously or otherwise, upon as- 
sumed conditions of perfect competition and full employment The use of 
this hypothesis is entirely valid, provided its implications are thoroughly 
understood and the limitations they impose squarely faced. But failure to 
distinguish clearly between this analytical model and the real world has 
too often led writers to content themselves with making casual statements 
about the effect of minimum wages upon "cost’' and equally uncompre- 
hensive declarations about the consequences of changes in cost ® It seems 

* The following are illustrative of these types Rudolf Broda, "Minimum Wage Legis- 
lation in Various Countries," Bulletin 467, U S Bureau of Labor Statistics , Dorothy W 
Douglas, "American Minimum Wage Laws at Work," Am, Econ Rev, Dec, 1919, 
Frankfurter-Dewson-Commons, "State Minimum Wage Laws in Practice" (National Con- 
sumers League pamphlet) , Helen Fisher Hohman, Development of Social Insurance and 
Minimum Wage Legislation in Great Britain (New York, Houghton, 1933), Victor P 
Morris, Oregon's Experience with Minimum Wage Legislation (New York, Columbia Univ 
Press, 1930) 

’See, eg, A C Pigou, Economics of Welfare, part iii, chapters 15-20, Sidney Webb, 
"The Economic Theory of a Legal Minimum Wage," Jour, Pol Econ,, Dec, 1912, H R 
Seager, "The Theory of the Minimum Wage," Am Labor Legislation Rev,, Feb, 1913, 
J B Clark, "The Minimum Wage," Atlantic Mo, Sept, 1913, Pigou, "The Trade 
Boards and the Cave Committee," Econ, Jour , Sept, 1922, Pigou, "A Minimum Wage for 
Agriculture,” in his Essays in Applied Economics 

* These faults have characterized both advocates and opponents of minimum wage reg- 
ulation. C/ H R Seager, op, cit , and J B Clark, op cit. 
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desirable, therefore, to discover what results can be accomplished by utilizing 
a different model. 

Furthermore, earlier analyses frequently neglected to differentiate between 
the effects of a wage change upon one firm and its effects upon the whole 
system, an error which usually resulted in their overlooking the relationship 
between wages and effective demand. 

( 2 ) Recent writings on employment, by correcting these particular faults, 
have given new and better direction to employment theory and to the theory 
of wages ^ Like some of the publications of earlier writers, however, they 
are usually restricted in scope* (a) they analyze only generalized changes 
in wages, / e., changes in all wage rates; (b) they consider mainly the effects 
of such changes upon the economy as a whole, (c) in general, they do not 
deal with long-run® results 

The time seems propitious, therefore, for a reexamination of the economic 
effects of a legal minimum wage ® Such a study logically divides itself into 
three sections, dealing, respectively, with the repercussions of various forms 
of minimum wages upon individual firms, upon single industries, and upon 
an entire system Each of these sets of repercussions calls for and amply 
repays careful study, and one of them cannot be dissociated completely 
from the others Yet it is manifestly impossible to undertake more than one 
of these lines of inquiry within the short space of one article In consequence, 
the present paper will be confined to the examination of that aspect of 
minimum-wage regulation in which most interest and controversy he the 
effects of a general minimum wage upon the economy as a whole, 

I 

Before elaborating our own analysis of the effects of a legal uniform 
wage minimum, it will be well to give a brief resume of another and quite 
different explanation of the consequences of this type of regulation. The 
argument runs as follows The imposition of a minimum rate of pay will 
raise the expenses of production Since entrepreneurs are obliged to equate 
marginal cost and price, they are faced with the alternatives of reducing out- 

* See, for example, R F Harrod, "Professor Pigou’s Theory of Unemployment," Econ 
Jour, March, 1934, J M Keynes, The General Theory of Employment, Interest, and 
Money, esp chapters 3 and 19, Joan Robinson, "The Long-Period Theory of Employment," 
Essays tn the Theory of Employment ; P M Sweezy, A P Lerner, and others (round- 
table on "Wage Policies” at Fiftieth Annual Meeting of Am Econ Assoc ), Am Econ 
Rep. Suppl , March, 1938, etc 

“But a beginning in this direction has been made by Mrs Robinson in "The Long- 
Period Theory of Employment,” published in her Essays tn the Theory of Employment 

“The following paper, being an abstract, generalized study, unrelated to any actual 
law or administrative system, makes no pretense of providing a ready answer to the current 
question However, the methods employed and problems raised may possibly suggest the 
points toward which further research might profitably be directed 

It will be noted that the discussion is limited to minimum-wage regulation and that 
control of hours of work is not considered 
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put to the point at which the new cost curve crosses the price line or of 
raising price. Which of the two courses will be chosen will depend upon the 
elasticity of the demand.^ But the results of either course will be deleterious, 
for in one case unemployment will be created, and in the other case prices 
will rise. Legal minimum wages, except in rare cases of extreme exploita- 
tion, are therefore inimical to the interests of workers and of society at large ® 
If a price rise were the only possible result of increasing the costs of some 
producers; and if the price rise were the only significant economic change 
related to the imposition of the minimum wage, there could be little doubt 
that employment would be reduced The fact that recent writings on em- 
ployment have given prominence to certain factors which do not enter into 
the Mill-Clark treatment may indicate, however, that the earlier expositors 
had overlooked several complexities 


II 

Wage legislation which contemplates the establishment, by public au- 
thority, of a minimum rate of pay for the entire economic system will have 
many and various repercussions, and it is necessary to select for analysis 
here only those of primary importance. Consequently, attention will be 
confined to the effects of a minimum wage upon employment, output, and 
prices. The basic assumptions hypothesized throughout the discussion must 
be made clear. The system under consideration will be a non-collectivist 
exchange economy which is either entirely ''closed'’ or is virtually free from 
international influences Existence of imperfections in the markets for com- 
modities and for agents of production will be recognized, and the system 
will be assumed to be operating at less than full employment.® The question 

’ The elasticity of the demand curve of the industry, presumably, since under the con- 
ditions necessarily (though tacitly) assumed by this explanation the firm's demand curve 
must be perfectly elastic 

® A concise statement of this point of view, which is still widely held, was formulated 
some years ago by J B Clark ’’Practical tests of the proposed policy are now in progress 

and the results of these trials will be carefully watched , but a few things can be asserted 
in advance as necessarily true We can be sure, without further testing, that raising the 
prices of goods will in the absence of counteracting influences, reduce sales, and that rais- 
ing the rate of wages will, of itself and in the absence of any new demand for labor, lessen 
the number of workers employed” (’’The Minimum Wage,” Atlantic Mo, Sept, 1913, 
pp 289-90 ) Cf ] S Mill, Principles of Political Economy, Ashley ed , p 362 

®The assumptions above enumerated have maqy significant implications with regard 
to the individual firm and individual industry, and it is necessary to bear them in mind in 
studying the effects of a minimum wage upon the whole economy The more important 
of these implications are indicated briefly 

( 1 ) When the markets for the agents of production are imperfect, the several firms are 
likely — even within one industry — to vary not only in their technical coefficients but also in 
the prices they pay for each of the agents A given minimum wage will thus affect some 
producers’ costs and leave others’ untouched, and, of the former number, there may be 
wide variation in the manner in which their marginal cost curves shift (2) When the 
markets for commodities are imperfect, an individual firm has discretion as to how to meet 
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to be answered, then, is what are the principal consequences of setting a 
blanket, uniform minimum wage in all industries^ 

1, Effects upon employment. Adoption of a general minimum wage will 
increase the money incomes^® of a number of employed wage-earners, the 
amount of the increase and the number of workmen affected depending at 
the outset upon the level at which the minimum is fixed and upon entre- 
preneurial responses to the regulation Additions to the incomes of those 
who formerly stood at the bottom of the income structure might conceivably 
be used by them to increase consumption, increase saving, or both. But it is 
most reasonable to believe that virtually the whole of the increment will be 
spent Whatever the ultimate result, the tmtial increase in the incomes re- 
ceived by workers covered by the wage order represents a transfer from other 
income receivers in the system, possibly from entrepreneurs. Since the latter 
are customarily persons of higher-than-average incomes, it is probable that 
their former incomes were more than sufficient to satisfy their desires for 
consumable goods and services and that the excess was saved If this be 
true, the most plausible supposition is that any reduction in entrepreneurs' 
incomes will be met chiefly by reductions in their savings It is clear, then, 
that one initial result of the application of the minimum-wage order may 
be an alteration in the division of a given money income; and that this 
altered distribution is likely to be accompanied by an increase in the propor- 
tion of the total money income which is devoted to consumption. 

An increase in the economy's propensity to consume, cetens panbus, 
would of necessity raise the level of employment, since it is only in this way 
that the new demand for consumption goods could be satisfied A wage in- 
crease might thus not only alter proportionate shares in the money income 
but bring about an increase in the real income of the economy. Such an 
eventuality might benefit not only the recipients of the minimum wage but 


such a change in cost Instead of the familiar price-output adjustment of perfect competi- 
tion, the producer may accept a lower return, cut some other cost, ''differentiate” his prod- 
uct, etc (3) The adjustment of the "industry” to a given minimum wage depends upon 
how the cost structures of the component firms are affected and upon the courses adopted 
m response to these changes in cost Thus there is no single pattern of adjustment which 
will be followed in every industry, and there is no simple explanation of the adjustment in 
any industry 

“The implications of this fact can be ignored in studying the individual firm or in- 
dustry, but they are fundamental to the^ treatment of the effects on the economy 

'^The reader will recognize, of course, that the persons whose relative savings are 
reduced are not necessarily the employers in the firms affected by the minimum wage, even 
m the short period For example, many "sweated” trades are characterized by circumstances 
which result in exceptionally low prices for consumers but only meager returns for many 
employers and employees alike But in these cases the principle is not altered the essence 
of this initial phenomenon is a transfer to the persons at the bottom of the income scale 
from persons and groups of persons higher up in the scale ^ t e , from persons with higher 
average saving/consumption ratios It may come wholly from a few entrepreneurs or be 
spread in very small amounts over a large number of consumers 
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other wage-earners and even entrepreneurs as well. If an increase in the 
propensity to consume were the only consequence, the ultimate results of the 
minimum wage would therefore be to raise the level of employment, to 
augment the total real income of the economy, and to effect a redistribution 
in the relative shares with little or no decrease, in the long run, in the 
entrepreneurs’ absolute share. 

But ’’other things” are not likely to be equal, and the net influences of 
the minimum wage upon the marginal efficiency of capital and the rate of 
interest are not clear. At the outset, there may be some reluctance on the 
part of entrepreneurs to make investments out of reduced incomes It must 
be remembered that the ’’marginal efficiency” of capital is the anticipated 
marginal productivity of capital, and if entrepreneurs’ expectations are 
gloomy they will have a temporarily depressing influence on investment. It 
IS also true that because of the alteration in the relative shares described 
above, the consumers’ goods industries will benefit more, initially, than will 
the investment goods industries On the other hand, there are also several 
features of the new situation which act favorably upon investment First, 
the stimulation received by the consumers’ goods industries from the 
heightened propensity to consume will itself increase, in all probability, the 
amount of capital required by the consumption goods industries Second, 
m so far as the investment goods industries are trades in which the ratio of 
capital to labor is high, the wage rise is likely to increase the investment at- 
tractiveness of these ’’more capitalistic” industries Third, promulgation 
of a minimum wage may promote the desire to replace men by machines, 
and, where this substitution is possible, the increased use of machines will 
benefit the capital goods industries 

The reduction in the proportion of the total income which is saved was 
noted above, but whether there would, in the long period, be a reduction 
in the absolute amount of money saving is uncertain If the quantum of 
saving were diminished and the marginal efficiency of capital increased, on 
balance, by the establishment of the minimum wage, the rate of interest 

“A great part of the demand for capital goods is derived from the demand for con- 
sumption goods, and a rise m the latter must therefore be beneficial to the former Mr Hicks 
overlooks this fact when he says that, although a wage increase will reduce unemployment 
in the consumption goods trades, this favorable result ‘will be directly set off by more 
unemployment in the heavy industries” (The Theory of Wages, p 194) 

** It IS interesting to observe that, historically, the industries to which minimum wages 
have directly applied have been consumers’ goods industries. This is probably attributable 
to the fact that the chief motivation of most minimum-wage laws has been the ’’living- 
wage” prmciple, and capital goods industries have generally not been major offenders 
against this standard But, upon different bases, almost any industry might conceivably be 
regulated It is therefore theoretically possible, though practically improbable, that a min- 
imum wage might be applied to an investment goods industry If so, and if the result were 
to raise the price of capital goods to any considerable extent, the adverse effect on invest- 
ment might, in this special case, outweigh the favorable influence 
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would tend to rise, and vice versa The importance of the rate of interest 
in determining the level of employment, however, is open to question 
Certainly the other two factors are more significant 

If there is an increase in employment which is accompanied by a decline 
in the numbers of the unemployed, there will be a consequent reduction in 
the volume of expenditures from public funds for the support of the un- 
employed What effect this change will have will depend upon what fiscal 
policy the government employs to meet it If income taxes are decreased 
or the sale of government bonds diminished, the volume of money saving 
will doubtless increase; and the increase in saving will be greater if bond 
sales are reduced than if taxes are lowered But a reduced expenditure for 
public poor relief may not induce fiscal authorities to lower governmental 
receipts If there is no appreciable change in the burden of public relief, the 
problem of fiscal policy does not arise, of course. 

2. Effects upon output. In the preceding paragraphs our attention was 
confined to the influences exerted by a uniform minimum wage upon total 
employment in the system If the wage regulation should raise the level of 
employment, it follows that the total output would be thereby increased, 
though in the short run the operation of diminishing returns might prevent 
an increase fully proportional to the rise in employment Whether or not 
the total volume of employment and output is changed, it might be well to 
inquire what, if any, changes may be expected in the composition of total 
employment and total output. 

A wage increase sometimes sets up a tendency, in the opinion of Mr. 
Hicks,^^ for capital funds to shift out of industries in which large amounts 
of labor are utilized and into those industries which employ a smaller ratio 
of labor to capital There appear to be several factors whose operation will 
tend to minimize that movement, however (a) Any shifts in demand for 
particular products occurring as a result of the wage change will probably 
benefit industries in which the labor-capital ratio is high as well as those in 
which it may be low (b) The initial cost involved in entering a business 
using a large quantity of capital is greater than the average cost of entering 
industry in general, (c) The usual impediments to the rapid movement of 
capital — reluctance to sacrifice a sunk investment, etc — will be present. II 

“This IS the result which traditional interest theories would predict Since the volum< 
of saving and the marginal efficiency of capital play only minor roles in Keynes’s theory o 
interest, the changes here described would probably be regarded by Keynesians as unlikeb 
to have much effect upon the rate of interest 

“ C/ J F Ebersole, *'The Influence of Interest Rates upon Entrepreneurial Decisions,’ 
Am Econ Rep. Sup pi , March, 1938, pp 74-75 

“A similar problem of relief financing is treated by Mrs Robinson in "Certain Pro 
posed Remedies for Unemployment,’’ Essays tn the Theory of Employment, pp 64-66 
The Theory of Wages, pp. 187-189 
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seems probable that any ”shifting-out of capital” will be gradual and of 
small magnitude. 

In its elSFects on the supply of labor in various industries, a uniform mini- 
mum-wage law will differ from a generalized wage advance In the first 
place, an upward revision of all wage rates might not alter appreciably the 
relative attractiveness of various jobs But a minimum wage of the type here 
considered would initially and directly change only the wages of the oc- 
cupations formerly receiving the lowest remuneration. Although its ultimate 
effect on total employment might benefit other workers also, such a wage 
regulation might nevertheless attract some workers from other occupations 
Second, the minimum wage would be less likely to draw new workers into 
the labor market than a rise in all wage rates Third, it is probable that either 
type of wage change would be accompanied by the withdrawal of some 
workers^® from the labor market {eg, some wives would no longer have to 
work if their husbands* incomes were raised), though this movement would 
be more marked in the event of a minimum-wage order Any shift of la- 
borers to the regulated industries would be of limited significance, since the 
usual effect of an over-supply would be precluded by the existence of the 
law It IS also improbable that the transfer would be large enough to 
change wages or employment in the industries from which workers shifted 

Another change in the composition and location of total employment and 
output may be introduced by a geographical movement of firms Although 
important, this subject cannot be discussed in the present paper, for the 
questions involved are more properly classified and more easily handled in 
the study of the effects of wage regulation upon the industry 

3. Effects upon prices. It has been seen that a general minimum-wage 
order may result in small rises in the prices of some commodities, and it is 
important to give further examination here to the nature of the price changes 
and to their effects upon various portions of the economy Restricting our 
attention for the moment to instances of price rises, we may say that firms 
which raise prices will simply lose business to firms (in the same or other 
industries) which do not raise prices — if we assume with Clark that total 
demand is unaltered. The results in the system as a whole would then 
resemble those which may be found — ^upon an analogous but in that case 
more appropriate assumption with respect to total demand — ^to be experi- 
enced by the industry But if the imposition of the minimum wage should 
produce no diminution in total consumption and employment, the results 
are not so simple It is impossible, of course, to predict a priori the exact 
disposition of the income in such a case, but two factors to which allusion 
has already been made may be significant. It has been observed that, his- 
torically, both specific and general minimum-wage laws have applied to con- 

“ This IS a point which Professor Douglas greatly stresses See The Theory of Wages, 
pp 313-314 
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sumption industries, and it is therefore in these industries that any price 
rises are likely to occur. But the increase in total effective demand, being 
caused by the elevation of the propensity to consume, is also concentrated on 
the consumers' goods industries It is therefore not too much to say that some 
of the very industries in which demand curves are raised perceptibly may 
be ones in which some firms have advanced prices To the extent that this 
is true, the disturbances of readjustment will be minimized. 

It IS a commonplace that rises in prices do not fall upon all members of 
economic society in the same fashion and with the same force Furthermore, 
any changes in money prices attributable to a minimum wage are less signi- 
ficant than changes, if any, in real income. It is equally familiar that a rise 
in the level of employment, with given organization, equipment, and tech- 
niques, IS accompanied by a reduction in the short period of the average real 
income per head. The long-run effect, however, is not easy to predict Let 
us examine how the real incomes of particular groups would be affected. 

a. Real wages of workers covered by the regulation. It seems highly 
probable, at first glance, that the wage increase of workers affected by the 
minimum would be real as well as monetary. The introduction of a highly 
formalized analysis may be unnecessary, but the examination of one hypo- 
thetical situation will prove useful at this point Let it be assumed that a 
uniform minimum-wage law has been enacted Let it be assumed also that 
all firms which feel the incidence of the regulation had previously been pay- 
ing the same wage, that technical coefficients are the same for each of these 
firms, and that the curves of average and marginal costs, respectively, of each 
firm are identical with the average and marginal cost curves of each other 
firm so affected Suppose, finally, that each firm makes its adjustment wholly 
through price and output 

If the expenditures of the workers in the firms under consideration were 
restricted to purchases of the product of their own firms (or of products 
whose prices were raised in precisely the same degree) the problem of 
measuring the change in their real wages would be easy 

old wage new wage 

= old real wage, = new real wage, 

old price new price 

new real wage , . , , , , , 

and = index of real wages on the old base. 

old real wage 

The above case, in which all of the workers' expenditures are on products 
whose prices are uniformly affected by the minimum, represents the smallest 
rise in real wages from a given change in money wages The upper limit is 
the case in which workers spend no part of their incomes upon goods whose 
prices have advanced In this event, the old price = new price {ceteris 
paribus), and the percentage rise in real wages is equal to the percentage 
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rise in money wages The actual rise in the real wage of workers employed 
in the regulated industries, then, will lie somewhere between the limits 
here delineated. 

b. Real wages of other wage earners. Workers whose wages are already 
equal to or higher than the minimum legally adopted are not directly bene- 
fited by the kind of legislation considered in this section If it be assumed 
that a few prices are raised by any amount whatsoever, the real wages of 
such workers will be lowered by an amount measured by the change in a 
hypothetical index of the prices entering into their budgets More accurately, 
this is the result indicated if only the price changes are considered But there 
are several factors whose operations are likely to limit or even entirely offset 
this apparent reduction in real wages The multitudinous wage rates existing 
throughout the economy are often thought of collectively and referred to as 
the wage ’‘structure ” The image suggested by such a metaphor is that of an 
edifice with internal stresses and with interdependent parts the position of 
which may be changed if the thrusts are altered It is interesting to inquire 
what influences the establishment of a minimum rate of pay throughout the 
economy may exert upon other wage rates First, any increase in total em- 
ployment arising from the heightened propensity to consume means an 
increase in the number of einployed “labor-units*' (however defined), and 
for individual workmen this is likely to mean more regular employment. 
Second, the rise in the level of employment will strengthen the bargaining 
position of all laborers, and those not covered by the minimum law may 
be able to secure an upward revision in their own wages by usual trade- 
anion methods. These features of the situation will counteract, to a greater 
Dr less degree, the effect of price rises; but their existence depends upon 
svhether employment is raised It should be observed, third, that it is possible 
'hat some prices will actually fall Some of the industries which experience 
m increase in demand as consumption patterns shift may offer economies to 
i large-scale operation Expansion of these industries may lower somewhat 
he prices of their products 

Real wages of workers other than those embraced in the minimum-wage 
egislation evidently will be somewhat lowered in the short run if prices 
rise. But it is possible that m the long run the influences of the enlarged 
effective demand upon the regularity of employment, the bargaining posi- 
lon of the trade unions, and the attainment of more economical scales of 
)peration may reduce, if not entirely counterbalance, the effect of price 
iianges upon real wages 

c. Real income of entrepreneurs and rentiers. It has been observed above 
hat, so far as its effect upon saving and consumption is concerned, a mini- 
num-wage law would certainly lower the relative share of the social income 
joing to the entrepreneurial class but might not lower, in the long period, 
ts absolute share. Any price advances which may occur will affect rentiers 

iHvpr<iplv of course 
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In summary of the price discussion, though price advances may follow the 
establishment of a minimum wage, the real income of the class covered by 
the legislation will be increased. Whether the real income of other members 
of society will be altered is difficult to foretell, the result depending upon the 
extent of the price changes and upon whether or not the level of employment 
IS maintained 

Summary 

Generali2ed, catholic conclusions as to the effects of a blanket minimum 
wage upon the whole economy are extremely difficult to formulate. As we 
have seen, there are many points at which the economy might feel the in- 
fluence of the regulation, and unfortunately the manner in which one sector 
may be affected usually depends in large measure upon how others are af- 
fected. Obviously, the most important single (economic) question is whether 
the total volume of employment will, on balance, be maintained, diminished, 
or increased This outcome depends, in turn, upon whether the increase in 
effective demand flowing from the heightened propensity to consume is 
equal to, less than, or greater than the decrease in demand caused by price 
rises or a flagging of investment In any actual situation, a number of factors 
should be considered, such as the amount selected as the minimum rate, the 
phase of the trade cycle, the kind and number of businesses likely to be 
affected, etc. 

It seems probable that adoption of a wage which would raise considerably 
the incomes of those who formerly had been receiving the very lowest in- 
comes and which would bring the wage scales of all firms into some rough 
conformity with the marginal productivity of the system would be likely to 
be followed by more consequences favorable to the maintenance of the level 
of employment than unfavorable And it is possible that in some circum- 
stances there might even be some increase in employment.^® 

On the other hand, however, there undoubtedly exists at a given time a 
zone beyond which the wage could not be set without producing more 
adverse effects on employment than beneficial ones. The various unfavorable 
reactions on entrepreneurial expectations which might be produced by a 
large increase in wages serve to limit the heights at which the minimum 
wage might be set in a non-collectivist economy. 

Weir M. Brown 

Brown University 

It IS well to remember that the conclusions here and at certain other points in this 
section would have to be modified if the assumption of a closed system were relaxed If 
there should be large changes m prices, for example, some adverse effects might be felt 
in an open system which do not arise here 

" See the remarks by A P Lemer at the round-table on “Wage Policies,'" Am Econ Rev 
Suppl,Uaich, 1938, pp 157-158 



WAGES-FUND THEORY AND THE POPULAR INFLUENCE 
OF ECONOMISTS 

Aside from discussions over technical aspects of theory, economists as social scientists 
have always been concerned with public questions of their day Although the wages fund 
IS mamly of historical interest in economic theory, it has generally been supposed that it 
represented a subject on which professional economists made a contribution to public 
opinion of mid-nineteenth century England Study of the views of a great variety of 
individuals as presented in reports of a British Royal Commission in 1867-68 indicates 
that the discouraging conclusions of economists on the success or justice of trade-union 
action to raise wages were not widely known Individuals and groups to whose interest 
such professional opinion would have been favorable were not familiar with it John 
Stuart Mill, a prominent public figure at the time and a wages-fund theorist, has been 
thought to have relaxed the severity of his conclusions in later years, but examination 
shows that he did not give up the basic concept of the theory 

It is tradition that during the middle years of the nineteenth century the 
theoretical views of economists were popularly applied by the British 
public to the efforts of trade unions to raise wages The generally ac- 
cepted wage theory at the time was that known today as the “wages fund/* 
Wages were supposed to have been paid from a fund of capital in the 
hands of the capitalist-employer For a given period of time, a year for 
examiple, the size of this fund was fixed It was a corollary of this proposi- 
tion which was applied to oppose trade-union action dealing with wages. 
If one group of workers increased its share by pressure of a strike, some 
other group of workers somewhere would have to take less, only a certain 
total amount was available for wage-earners In the history of the de- 
velopment of economic theory it has been represented that this theoretical 
argument of the ranking economists was used by the general public or 
“informed middle-class opinion”^ to demonstrate the futility or inequity of 
strike action over wages The theoretical views of economists were sup- 
posed to have given this lead to popular thought Examination of evidence 
available shows that these theoretical arguments of economists were not 
widely known to the general public, and were practically unknown to 
groups with an immediate interest in a wages economy 

Ricardian economics is the basis for the wages-fund theory, but John 
Stuart Mill is considered to have given it the most concise and generally 
accepted expression in his Principles of Political Economy, first published 
in 1848. His much-heralded “recantation*' of the theory in 1869 is con- 
sidered to mark its denouement Cairnes*s reassertion of the doctrine and 
its implications for trade-union activities in 1874 is looked upon as a dying 
gasp It was during the middle years of the century, corresponding to the 
period of Mill’s preeminence as an economist, that the general public is 
supposed to have been most interested in the economists* theoretical views 
on wages. By a study of the writings of economic theorists of the period 

‘Sidney and Beatrice Webb, Industrial Democracy, London, 1897, pp 615 
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Taussig has shown that their chief interest was in the implications of the 
wages-fund theory for the problem of population control rather than for 
that of the combination of workers.^ More precise evidence is available 
to show that the public was generally unaware of the implications or con- 
clusions of the wages-fund theorists as to trade-union activity. 

Strikes in the London building trades in 1861-62 and continued labor 
disturbances culminating in considerable violence in Sheffield in 1867, led 
to the selection in that year of “Royal Commissioners Appointed to Inquire 
into the Organisation and Rules of Trades Unions and Other Associations,*’ 
as they were designated by the Queen’s warrant This Commission sat for 
evidence in 1867-68, hearing the testimony from people of all shades of 
opinion The reports of the Commission are a fine cross-section of the 
diverse views on these matters as expressed by representatives of the Brit- 
ish public at that time ^ From the views revealed in these reports, popular 
opinion on trade unions and the extent to which the public was cognizant 
of the wages-fund doctrine, and was influenced by it in its thinking on trade 
unions, can be ascertained This was just at the time when the theory is 
supposed to have had its greatest currency in popular thought The hear- 
ings before the Commission, however, indicate to the contrary The British 
public in 1867 was unfamiliar with the theoretical views of economists 
on wage theory. The wages-fund doctrine and its implications as to union 
activities were unknown to people who were closely concerned with these 
matters. 

For a period of more than a year a Royal Commission heard testimony 
from all types of employers, from public officials, and from union members 
and leaders. It was the ideal opportunity for employers to expound the 

’F W Taussig, Wages and Capital, New York, 1897, pp 236-240 

* Reports of the Royal Commissioners Appointed to Inquire into the Organisation and 
Rules of Trades Unions and Other Associations , together with Minutes of Evidence and 
an Appendix Containing a Digest of the Evidence, Correspondence with Her Majesty's 
Missions Abroad regarding Industrial Questions and Trades Unions, and Other Papers 
Presented to Both Houses of Parliament by Command of Her Majesty, London, 1867-69, 
XU vols 

These are the official parliamentary documents as published by Her Majesty's Sta- 
tionery Office The first ten reports contain a verbatim account of the testimony before 
the Commission in court record style The last report is divided into two ’Volumes,” the 
former containing the final majority and minority reports of the Commission plus dissents 
and "observations” of several individual Commissioners, the latter volume, an "appendix,” 
includes a digest of the entire evidence from the first ten reports, tabulated replies from 
questionnaires submitted by the Commission to trade unions, letters from members of the 
British diplomatic service relative to labor conditions in the foreign countries to which 
they were representative, and miscellaneous correspondence from employers, trade associa- 
tions, and chambers of commerce These reports were published intermittently from 1867 
to 1869 and vary in size from about 30 to 200 pages each Professor Richard T Ely 
personally collected these reports and presented them to the Library of the University of 
Wisconsin They have been bound into two large volumes, and are now m that library 
The author is unable to determine whether a full collection of these official reports is 
available in any other library in the United States 
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wages-fund theory and its conclusions as to efforts to raise wages by com- 
bination It would have been a very convincing argument for public con- 
sumption, and above all could have been clinched by the prestige and 
authority of Mill. But the theory was neither mentioned nor discussed by 
anyone — commissioners, employers, or workers. Only once in the testi- 
mony was the theory suggested On the first day of public hearings, Sir 
Edmund Walker Head, a member of the Commission and former governor- 
general of Canada, was questioning the first witness, Robert Applegarth, 
leader of the London carpenters The following testimony is recorded 

Q Do your interests depend somewhat on the amount of capital employed in 
the traded Yes 

Q And does not the amount of capital employed in the trade depend upon the 
employer and what profit he makes by it? Yes 

Q Therefore your interests may be affected indirectly through the employer, 
although the direct benefit apparently is gained by the workmen? Yes, but I 
would ask what we should do in the event of all the rest of the trades getting 
an advance of wages, and the price of things going up, if we were to stand still ^ 

Further discussion along this line was not pressed, and never again dur- 
ing the entire testimony was this approach made Even here with the first 
witness there was only a hint, it will be noted, and the theory was not 
directly expressed It is questionable that either of the men knew the 
orthodox conclusion of the line of economic theory along which they 
started In an addendum to the final reports of the Commission the wages- 
fund theory was presented and applied to the problem of the trade unions 
Mr Herman Merivale wrote some personal observations, including an ex- 
position of the wages-fund doctrine, which he submitted to his fellow mem- 
bers for inclusion in the official report Merivale had been a barrister, under- 
secretary for India, and from 1837 to 1842 he held the professorship of 
political economy at Oxford He was the only professional economist con- 
nected with the investigation In his memorandum he said* 

That wages depend in reality on the demand and supply of labour, that they 
cannot rise, except either by an increase of the aggregate funds employed in hir- 
ing labour, or a diminution in the number of competitors for hire , and that these 
truths, applicable as they are to the entire amount of wages earned in a country, 
are as substantially, though not as directly, applicable to the amount of wages 
earned in each separate employment — are propositions which . . are as thoroughly 
understood and admitted by the intelligent class among the workmen themselves 
as they are by impartial inquirers® 

This is a succinct statement of the wages-fund theory by an economist It is 
supposed to have been the popularly accepted explanation of wages Yet 
the final majority and minority reports of the Commission did not include 
any reference to these observations of Merivale The chairman of the Com- 

* First Report, 1867, p 10 

* Eleventh and Final Report, 1869, vol 1, p cxxi 
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mission, Sir William Erie, wrote that they were of a speculative nature and 
not '"appropriate to the substance of the Report/'^ It would appear that 
these propositions did not receive the popular acceptance which Merivale 
claimed for them among the "intelligent class" of workmen or even the 
"impartial inquirers" as represented by the members of the Commission. 
It IS also curious that during the investigation Merivale did not direct the 
testimony of any witness toward the wages-fund theory. 

The only conclusion which can be drawn from this evidence of testi- 
mony and official reports is that the principles of the wages fund were 
not known to any sections of the general public which were dealing with 
trade unions. Neither employers, representatives of trade associations or 
chambers of commerce, nor public officials appearing before the Commis- 
sion had any familiarity with the theoretical views of economists on wages 
and trade-union combinations to raise them It was a very limited number 
of people who could apply advanced economic theory to this problem at 
issue. These theoretical discussions of wages by professional economists 
did not filtrate through to the thinking of the middle class to any extent 
The views of the employers and other interests opposed to the demands 
of trade unions were that wages were determined by "supply and demand," 
but this formula was never presented in the theoretical development of the 
wages-fund doctrine. The chief concern over demands for wage increases 
was that Britain's comparative advantage in foreign trade would be threat- 
ened. Interests opposed to the trade unions may have missed a trick in not 
applying the theoretical conclusions of professional economists on wages. 
Historians of economic thought have been wrong in ascribing to economists 
a leading influence on the popular opinion of mid-nineteenth century 
Britain in regard to trade unions and their efforts to raise wages. 

Mill's much-discussed recantation of the wages-fund theory appeared in 
the Fortnightly Review, May, 1869 Mr. W. T. Thornton had written a 
book dealing with the labor problem in the course of which he denied 
that there was such a fund as a wages fund in the hands of individual 
capitalists or the capitalist class as a whole ^ He believed that wages were 
paid from the proceeds of current sales. In his review of the book Mill 
acknowledged the validity of Thornton’s criticism. This is supposed to have 
been his recantation Taussig says that it was actuated by friendship for 
Thornton and the shift in Mill's interest from technical economic theory to 
the ethical and social considerations of trade-union activtiy.® If one looks 
to what Mill believed about wages, as expressed in this review, it will be 
seen that he still clings to the fundamental proposition of the theory, i.e., 

Ubtd 

’ W T Thornton, On Labour' Its Wrongful Clams & Rightful Dues, London, 1869 
Thornton drew much factual data for this book from the reports of the commission of 
1867. 

* F. W Taussig, Wages and Capital, New York, 1897, p 248 
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that labor is paid from a fund in the hands of the capitalist; only now, 
wages are not rigidly pre-determined, they are a residuum along with 
profits for each individual entrepreneur, wages can be raised at the expense 
of profits. This is a reversal to the strict Ricardian position of the relation 
between wages and profits Mill’s repudiation of the wages-fund doctrine 
is overrated; in fact, he never gave up the fundamental proposition of the 
theory. In the seventh edition of the Principles, published in 1871 two years 
after his review of Thornton’s book, he did not alter his previous observa- 
tions on wages In a footnote he referred to the review but remarked that 
these new principles were "not yet ripe for incorporation in a general 
treatise on Political Economy.”* 

J. Don Miller, Jr 

University of Wisconsin 

• J S Mill, Principles of Political Economy, Ashley ed , p xxxi 



COMMUNICATIONS 


A Reply to Mr. Villard 


In a recent article the writers have argued that checks which are cleared within 
bank accounts at the times of bank postings represent a distinct, but negelected, 
form of money.^ Mr Villard takes issue with this view on the ground that it 
assumes an unrealistic definition of a deposit balance,* which we defined as the 
net credit balance existing within a bank account at any given time The writers 
feel that this definition is the one generally accepted by bankers, economists and 
the public at large. Even Mr Villard, himself, unwittingly slips into the use of it 
in his concept of exchange velocity ^ Since the disagreement between Mr Villard 
and us hinges on a definition, however, the issue at stake is whether his definition 
or ours is the more suitable for monetary analysis 
Mr Villard ’s definitions of a deposit balance are (1) “the amount of checks 
which will be honored when drawn by an individual (2) “the right to draw 
a check”® How is a deposit balance in either of these senses to be measured^ 
Mr Villard gives no answer If the net credit balance within a bank account is 
used as a measure, his definition of a deposit balance agrees with our own On the 
other hand, if the amount of the net credit balance within a bank account plus 
the amount of checks accumulating for credit to the account during the interval 
between bank postings is used as a measure, checks which may neither reduce 
the deposit balance in the account against which they were drawn nor increase 
the deposit balance in the account to which they are credited are treated as 
deposit balances It seems more reasonable to treat checks which are cleared 
within a bank account at the time of bank posting for what they really are — 
namely, a distinct form of money independent of deposit balances 

Mr Villard’s criticism warrants mention of an additional point Checks which 
are cleared within bank accounts have nothing to do with velocity in the sense of 
a “turnover” of deposit balances Only to the extent that intra-account clearing is 
incomplete does a transfer (turnover) of a deposit balance occur. While clearing 
within a bank account is unlikely to be complete at any one posting, the writers 
have reason to believe that the volume of intra-account clearing which does 
occur in this country at each bank posting represents a substantial proportion of 
the total volume of monetary transactions in any given period ® The intra-account 
clearing process, in other words, greatly restricts the quantitative importance of 
velocity m the “turnover” sense. Mr Villard is undoubtedly concerned about the 
implications of this process for the theoretical significance of exchange velocity 
since, given our definition of a deposit balance, “the rest of the argument . . . 
follows logically 

Charles A Dice 

Philip Schaffner 


Ohio State University 


‘ "A Neglected Component of the Money Supply,” Am Econ Rev , Sept , 1939, pp 
514-520 

^ ”A Note on Offset Checks as a Component of the Money Supply,” Am Econ Rev, 
Dec, 1939, pp 798-799 

* Loc ctt , p 799 ^ ctl “ Loc at 

“ Unpublished, sample data from selected bank accounts support this belief 
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Comment on ‘‘Offset Checks as a Component of the 
Money Supply” by Mr. Villard 

Professor Villard objects^ to Dice and Schaffner's definition of deposits as 
credit balances^ because it ’’would make impossible the calculation of the (ex- 
change) velocity of money It is now possible,** he writes, ”to derive such velocity 
from total debits and total deposits ’* He suggests as a proper definition of depos- 
its ’’the amount of checks which will be honored when drawn by an individual ” 

Every deposit of a check places an accounting credit in the account of the 
depositor which according to Mr Villard represents for a moment at least the 
acquisition of a credit balance However, such credits are invariably accompanied 
by debits to the accounts of the check writers Consequently if we are to compare 
the accumulated sum of credit balances which have had a momentary existence 
to debits to individual accounts the velocity figure will remain constant since 
every check written will increase the numerator and denominator equally On the 
other hand, if we use in the denominator of the formula not junds deposited but 
the check writing ability of depositors as of some given moment, we are back 
to Dice*s definition of deposits as credit balances after posting 

The fact that all debits to deposit accounts do not represent transfers of existing 
credit balances can be illustrated by a case in which credit balances do not exist. 
Suppose that A plans to deliver $100 worth of merchandise to B, that B plans 
to deliver an equivalent worth of produce to C, and that C plans to deliver $100 
worth of his goods to A Assume further that all deliveries are to occur within 
a given month, settlement to be made on the first day of the following month, 
and that these three individuals represent a complete economy Finally, assume 
that neither A, B, nor C, have a balance at the bank, or, if this seems extreme, 
that such balances as they have are purely nominal in the sense that they are the 
minimum necessary to get their names on a ledger page, i e , $1 

Under these assumptions it will be possible for each to pay for the goods 
which he receives with a check written in anticipation of the check which he is 
to receive Thus on the settlement day A, B, and C will each write one check for 
$100, and will each receive one check for $100 Upon depositing these checks 
each will have his account credited for the check he deposits, and a few minutes 
or a few hours later® will have his account debited for the check which he wrote 
Total debits to individual accounts will be $300, total funds deposited will also be 
$300, but it will be impossible to conclude that credit balances were transferred 
from account to account since before, during, and after the transactions aggregate 
credit balances were zero (or else the nominal sum of $3 which did not chaise) , 
The significance of a velocity figure (/ e , $300 — 0) in this situation is difficult 
to ascertain. 

The example illustrates how, when receipts periodically offset payments, any 
number of transactions may be financed without changing the quantity or altering 
the location of existing credit-balances It also suggests the real significance of 
deposits since credit balances become essential only to the extent that transactions 

‘ In a communication to the Am. Econ, Rep, Dec , 1939, p 798 

* "A Neglected Component of the Money Supply," Am, Econ. Rev, Sept, 1939, pp 
514-520 

• The length of time depends upon whether the individuals deal through one bank, or 
several banks If several banks are employed, the time will vary accordingly as the banks 
are located in the same or different towns 
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in goods fail to clear. Consequently to divide total debits to individual accounts 
by the amount of existing credit balances does not indicate the number of times 
credit balances were transferred between the depositors of banks, but rather gives 
a figure which is the reciprocal of the percentage of aggregate goods exchanges 
that did not clear during that period 

WiLFORD J EiTEMAN 

Duke Unwerstty 

Comment on a Neglected Component of the Money Supply 

In an article entitled "A Neglected Component of the Money Supply’* in this 
Review (September, 1939), the authors argue that because of the virtually simul- 
taneous intra-account clearing of checks an important component of the money 
supply has been overlooked 

All the commercial banks regarding which I have any detailed knowledge 
require that the collected balance of an account be sufficient to cover any checks 
drawn on that account. Checks deposited for credit to an account ordinarily require 
from one to several days before the amounts involved become collected balances 
This is well understood by all business-men with whom I am familiar, and the 
banks in this part of the country at least seem to make frequent analyses of ac- 
counts in order to assure themselves that checks are not being drawn against 
uncollected balances 

It occurs to me that the authors of the article in question would have avoided 
what appears to be a serious error in their deductions if they had known more 
about the credits to the business firm’s bank account which is shown in connection 
with their article I suggest that those credits, especially some of those involving 
even amounts and fairly substantial sums, may represent deposits of the proceeds 
of borrowed funds or cash obtained from some other source In any event, I am 
quite sure that few banks today will permit substantial drafts against uncollected 
balances. 

If my knowledge of the existing situation is correct, the so-called ’’neglected 
component” must be quite negligible in total amount, and therefore it should 
perhaps remain a ’’neglected component” in so far as students of monetary 
theory are concerned 

E C Harwood 

American Institute for Economic Research 


Mill on Machinery 

It is commonly thought that John Stuart Mill had serious doubts about the 
social benefits of machinery because of the oft-quoted passage in his Principles 
of Political Economy: ’’Hitherto (1848) it is questionable if all the mechanical 
inventions yet made have lightened the day’s toil of any human being 

Citing and apparently commending this statement, Karl Marx goes on to say 
that the capitalistic application of machinery is not for the benefit of the laborer, 
but merely to lengthen the portion of his time which he gives without an equiva- 
lent, to the capitalist and, therefore, it is but ”a means for producing surplus 
value.”2 Many other illustrations could be given of similar misunderstanding of 

^ Book IV, ch VI, sec 2. 

* Capital, vol 1 , part i, ch xv, sec 1 
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Mill's meaning m this connection. For example, Stuart Chase writes 'In the 
midst of this period, John Stuart Mill propounded his famous question of whether 
all the labor-saving devices invented to date had lightened the work of any 
human being By and large they had not So also Lewis Mumford writes of Mill 
as agreeing in this respect ’with the most bitter critic of the new regime, John 
Ruskin."* 

That these and similar citations are beside the mark may readily be seen by 
referring to other quotations from Mill For example, in the chapter on circulating 
and fixed capital he wrote ’’Nevertheless, I do not believe that, as things are 
actually transacted, improvements in production are often, if ever, injurious, 
even temporarily, to the labouring classes in the aggregate . every improvement, 
even if for a time it diminish the circulating capital and the gross produce, 
ultimately makes room for a larger amount of both than could possibly have 
existed otherwise It is this which is the conclusive answer to the objections 
against machinery, and the proof thence arising of the ultimate benefit to 
labourers of mechanical inventions, even in the existing state of society, will 
thereafter be seen to be conclusive 

A glaring contradiction, surely, between these statements and the more familiar 
and pessimistic quotation so often cited by socialists and technocrats But that is 
easily resolved by noting that Mill, as a Malthusian, believed that all the benefits 
coming to the laboring class from an increasing demand for their services, were 
speedily taken away by the increase of population Thus he wrote ’’All these 
irmrovements make the labourers better off with the same money wages, better 
off if they do not increase their rate of multiplication Wherefore he hoped for 
the coming of a stationary state in which improvements should continue while 
population ceased to multiply When, therefore, writers cite the passage in 
question they should give the context thus 

’’Only when, in addition to just institutions, the increase of mankind shall be 
under the deliberate guidance of judicious foresight, can the conquest made 
from the powers of nature by the intellect and energy of scientific discoverers 
become the common property of the species, and the means of improving and 
elevating the common lot 

J E LeRossignol 

Untverstiy of Nebraska 


How Dead Is the Benefit Theory? 

Because Professor Simpson's article' on the rise and decline of the benefit 
theory is both illuminating and interesting, it is also provocative of additional 
comments This note is not intended to challenge any major part of his argument, 
but rather to extend it to a related point 

Few persons would contend, even prior to Simpson’s expose, that the entire 
property tax burden is distributed in accordance with the benefit principle 
Recent attempts to ’’reconstruct” the ad valorem levy on property as strictly a 

*The Economy of Abundance, p 81 
^ Technics and Civilization, p 205 
® Principles, Book I, ch vi, sec ^ 

^Ibtd , Book IV, ch v, sec 2 
' Ibid , Book IV, ch vi, sec 2 

* "The Changing Theory of Property Taxation," Am Econ Rev , Sept , 1939 
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benefit tax have been abortive and unfruitful, as was to be anticipated It does 
not follow, however, that the ability theory is in exclusive possession of the 
property tax domain Rather, the two theories have a joint interest in the field, and 
the division of fractional equities is yet to be established with precision 

Confusion of thought and issues is likely to result from speaking of the 
property tax, as though it were one simple levy imposed for the support of an 
integrated group of governmental functions Actually it is an aggregate of 
individual levies, imposed on a common tax base, but made for the support of 
manifold heterogeneous functions. No two of the several levies that constitute 
the total or consolidated millage levy need stand in the same relation to the benefit 
and ability principles To look for a single, simple, theoretically unifying dis- 
tributive principle is to search for the end of the rainbow 

It IS not difficult to cite individual levies that clearly exemplify the ability 
theory Examples of such are the levies made for the support of general govern- 
ment, education, public health, and the like In contrast, examples of levies based 
on the benefit principle are not as numerous or as clear-cut If an ad valorem 
levy distributes the tax burden according to the same pattern that would obtain if 
an equal amount of revenue were collected by means of fees, and if the imposition 
of fees or other direct benefit charges is a practicable alternative method of 
collection, it seems reasonable and proper to assume that such an ad valorem 
levy is based on the benefit principle This conclusion is especially obvious in 
cases where the equating of costs and benefits was originally the primary objective, 
and it was found that the most reasonable way of attaining this goal was by 
apportioning costs in direct ratio to the taxable property values within the 
districts benefited The millage levy for fire protection on forested and wild lands 
in the unorganized territory of Maine, and the flood protection taxes on Mis- 
sissippi Delta lands that are guarded by levees, are examples m point Attention 
might be directed to many other levies that are predicated in large part, although 
not entirely, on the benefit principle 

In yet another respect the concept of benefit impinges forcefully upon the field 
of property taxation The area over which the millage levy is spread for the 
support of a given function is ordinarily coterminous with the territorial range 
of distribution of the benefits arising from the performance of that function 
This is true — and by design rather than accident — of a majority of all functions 
supported by ad valorem levies Rural children may not attend city schools without 
the payment of special tuition, fire-fighting equipment may not be transported 
beyond the limits of the city that owns it, unless contractual arrangements have 
been made prior to an emergency, the hospitality of "county farms” is extended 
only to persons of established residence within the county A new function is 
ordinarily accommodated to the existing pattern of taxing jurisdictions, if this 
cannot be done except at a serious sacrifice of efficiency in the performance of 
the function, a geographically distinct ad hoc district may be created Such terri- 
torial identification of tax and benefit, which is now firmly imbedded in our 
fiscal mores, must be attributed in large part to the influence of the benefit 
principle 

Whether or not a particular function is supported by an ad valorem levy may 
depend on the feasibility of establishing territorial coincidence of levy and 
benefit For example, forest fire suppression funds are commonly raised by 
specific acreage fees, but there is an increasing tendency on the part of those 
rural counties in which forestry is the predominant type of land use to make 
the necessary appropriations out of general funds Again, in Fairfax County, 
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Virginia (which is partly suburban and partly rural), a flat charge per household 
IS made for garbage collection throughout the closely settled suburban area, in 
contrast, in the adjoining and entirely urban city of Alexandria this service is 
financed in entirety by an ad valorem levy. 

In sum: even though that old gray mare Benefit Theory ain't what she used 
to be, she still ain’t glue 

Richard W Nelson 

Washington, D,C. 


Indifference Curves versus Marginal Utility 

Would students who are receiving their first instruction in economic jprinciples 
find the indifference curve analysis leading up to the individual demand schedule 
less reasonable or more difficult to grasp than the marginal utility analysis which 
now appears in all elementary textbooks ^ In view of recent writings in which ad- 
vantages of the indifference curve analysis are set forth, the possibility of 
teaching this approach to beginners is becoming a rather important problem. 

An experiment along this line was attempted by the writer m a class of 35 
students who, with the exception of one or two individuals, had no economic 
background and were receiving their first introduction to economic principles 
The instructor gave an equal amount of time to the two explanations, ancl en- 
deavored, as carefully as his limited ability would allow, to be as fair, as lucid, 
and as unbiased in one presentation as in the other Both theories were shorn of 
excessive complexity and presented on the level usually maintained for sophomore 
classes 

After both theories had been presented, the following question was asked* 
’‘As an explanation of the demand side of the market behavior of the individual, 
which theoretical approach seems to you to be (1) more easily understood, 
(2) more logical, and (3) more nearly in accordance with actual experience — the 
marginal utility analysis or the indifference curve analysis 

The verdict of the class was almost unanimous in favor of the indifference 
curve approach on each of the points Moreover, a written examination a few 
days later in which questions were asked concerning each of the two theories 
indicated that the students had grasped the indifference curve analysis quite as 
well as, if not better than, the marginal utility analysis 

While this experiment may be merely an exceptional case that proves nothing, 
since the numbers involved were small and since the students were not informed 
critics of economic doctrines, it may suggest to other instructors that similar 
experiments would be interesting to try, or to someone who is now writing an 
elementary textbook that he include such a presentation Moreover, it may 
suggest that a theory which sometimes seems quite difficult to an individual 
because it does not readily fit in with his previously acquired patterns of thought, 
may seem much less difficult and unusual when presented to a group of students 
who have not yet formed any patterns for economic thinking 

Claude E Puffer 

Unherstty of Buffalo 

Note on ^^The Rise of Monopoly” 

Leading economists for more than a century after the appearance of the 
Wealth of Nations described the typical economy of the period as essentially com- 
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petitive in character, with monopoly portrayed as the infrequent exception to 
the general rule In recent years, on the other hand, there has been much discussion 
of a so-called ’’rise of monopoly” during the past several decades which has trans- 
formed the ’’highly competitive” economies of the past century into the ’’highly 
monopolistic” economies of the present 

If one IS to approach discussions of the theory of competition and monopoly 
and of their significance to public policy with proper perspective, it is essential 
to bear in mind that this ’’rise of monopoly” is assignable to two developments: 

(1) an evolution in economic conditions, and (2) an evolution in the use of 
economic terminology 

Apparently the most common usage of the term ’’monopoly” in economic dis- 
cussion has been to imply thereby a condition of complete or exclusive possession 
or control of some good or service (or of the demand for such good or service) , 
of some combination of such things. 

When the term is used m this customary manner, it is apparent that the number 
of instances of monopoly said to exist in the economy or a country will be de- 
pendent upon (1) the number of recogni 2 ed ’’objects” of possible monopolization, 

(2) the size of area within which exclusive possession or control is referred to 
as ’’monopoly,” and (3) the number of instances of exclusive control present in 
the recognized areas among the recognized objects of possible monopolization. 

Other things equal, the number of monopoly positions ascribed to a given 
area will be increased by an increase in the number of recogmzed objects of pos- 
sible monopolization within that area An increase in the number of commodity 
or service items as a result of technological or marketing developments — with the 
proportion of monopolized to the total of items remaining constant — will give 
rise to a greater number of instances of monopoly position The number of recog- 
nized objects of possible monopolization may be increased also by adoption of a 
more detailed classification of economic goods and services The greater the re- 
finement of such classification, the greater will be the number of instances of 
exclusive control, or monopoly, said to be present If, for instance, all brands of 
automobiles are lumped together in one commodity class as ’’automobiles,” 
monopoly would not be recognized as present in a market supplied with a dozen 
different makes unless one enterprise or combination controlled the supply of 
all brands If each brand of automobile, on the other hand, is thought of as a 
’’differentiated commodity,” the obvious result of the classification refinement — 
assuming each brand to be provided by a separate enterpriser — is the ’’creation” 
of a dozen monopoly positions and a dozen monopolists The number of mo- 
nopoly positions which may be ’’created” by refinements in the classification of 
commodities and services is limited, naturally, only by the degree of refinement 
adopted in such classifications 

Obviously, the smaller the area within which exclusive control is designated 
’’monopoly,” the greater will be the number of instances of monopoly position 
recognized as present If, for example, the possible monopolization area in the 
market for undifferentiated ’’land” is taken as the nation or state, ’’land monopoly” 
would not be considered to exist at all in our country A progressive reduction in 
the size of territory within which exclusive control by one person or group should 
be referred to as ’’monopoly” would result, of course, in recognition of an 
increasing number of ’’land monopolies,” as such possible monopolization area 
is reduced from that of the nation or state to that of the county, the township, the 
municipality, or any other smaller area thought to be worth economic considera- 
tion. 
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Assuming a given number and method of classification of economic goods 
and services and recognition of given-sized areas as regions of possible monopoli- 
zation, tendencies which bring increasing proportions of the commodity or service 
units in a given class or in a number of classes within a given area under unified 
control and which extend these positions of unified control to broader areas will 
tend to increase the number of monopolies said to be present 

The "rise of monopoly" since those earlier days of reputedly widespread "pure" 
or "perfect" competition may be accounted for, therefore, by (1) the addition of 
new and exclusively controlled commodities and services to the stock of exchange- 
able items by means of marketing or technical change, (2) the development of 
additional positions of exclusive control over old commodity and service items 
and extension of such exclusive positions to greater areas, (3) the adoption, in 
recent years, of a much more refined classification of economic objects in the litera- 
ture of economic theory; and (4) a tendency in modern economic writing to break 
down the broader market areas into a greater number of markets or sub-markets. 
That portion of the "rise of monopoly" due to the first two developments is the 
result of significant economic changes That portion of the "rise of monopoly," 
on the other hand, which is due to refinement in commodity and market classifica- 
tions IS only a rise in the application of the term "monopoly" to situations formerly 
not so designated 

A number of significant implications for economic theory and public policy 
may be drawn from the foregoing considerations Among the more obvious 
are the following- 

(1) That economists of the Classical School would have recognized much more 
monopoly in the economies of their time if they had differentiated commodities 
and markets by the same methods employed in the present literature of imperfect 
or monopolistic competition theory, 

(2) That imperfect or monopolistic competition theorists of today would 
discover much less monopoly in the modern economy than they do if they followed 
the less refined usage of the terms "commodity" and "market" adhered to by 
economists of the Classical School ; 

(3) That the "monopolists" of present-day economic theory and the "monopo- 
lists" of the days of Classical economics are not to be adjudged similar, in all 
cases, in their economic power and practices merely because they have been 
designated by the same term , and 

(4) That "monopoly" and "monopolists" can be discovered in modern mar- 
kets customarily referred to (even in some imperfect or monopolistic competition 
theory) as perfectly or purely competitive by the adoption of still more detailed 
commodity and market classifications derived from a still more detailed applica- 
tion of the principle of differentiation 

New York Unwersjty 


Thomas J Anderson, Jr 
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The Economic Basis of Class Conflict and Other Essays tn Political Econ- 
omy, By Lionel Robbins. (London and New York. Macmillan. 
1939 Pp XIV, 277. $2 25 ) 

Professor Lionel Robbins of the London School of Economics discusses 
the problem of the relation between the interests of society and the interests 
of different groups within society, and the extent to which organizations 
facilitating group exclusiveness may be the cause of social disharmony 

Although the book consists of a series of essays presented separately 
over a brief period of years, there is a definite continuity of related interest 
in the examination of forms of restrictive policy similar to those that are 
now being investigated by the Temporary National Economic Committee 
(the Monopoly Investigation) in Washington, D C. 

Today the concept of class conflict is expressed in the attempts of various 
groups to capture the market through such techniques as state imposed 
monopoly or monopolist controls within the organization of production 
in a system of free enterprise It is a prerequisite of such a system that the 
market should not be controlled or dominated by any particular set of 
group interests Professor Robbins divides his book into two parts Part 1 
deals with this topic under the title of "The interests of groups and the 
interests of society " Part 2 is concerned with "Government expenditure 
and economic activity ’* 

In spite of the rise of argument supporting the inevitability of monopoly, 
Professor Robbins is not disposed to accept completely this interpretation 
of the problem, nor does he support the contention that monopoly, if 
generalized, will be easier to control On the other hand, the system of 
free enterprise requires the removal of economic restrictions if a greater 
amount of income is to be available for distribution Such a process of dis- 
tribution is dependent on a further clarification of the principles underlying 
the operations of the market rather than the introduction of artificial prices 
maintained by protectionist schemes at the expense of other groups in the 
community The reviewer was particularly impressed with the parallel 
provided by this British study in the analysis of more or less concealed 
relationships of monopoly with other significant social problems such as 
unbalanced budgets, trade barriers, housing, and even war and peace, that 
has recently been published under the title of Organized Scarcity and Public 
Policy (by Harry D Gideonse, Public Policy Pamphlet No. 30, University 
of Chicago Press, page 5). In the same pamphlet here, too, contrived 
scarcity is stressed, not only on the capitalistic and entrepreneurial side, but 
on the part of the farmers, trade unions, and the professions; and political 
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implications are emphasized, because the contrived scarcities lead to idle 
men and idle capital, thus building up * a wide and heterogeneous public 
for silver-tongued orators 

Professor Robbins points out that some of the fallacies of economic 
nationalism are due to the inability on the part of the supporters of this 
doctrine to distinguish between property and territory Thus a citizen of 
one country has a direct financial return from property owned at home or 
abroad, but it is an advantage of a different kind, so far as he is concerned, 
for his government to **own** extensive areas in other parts of the world 

Further emphasis is placed by the author on the fact that policies of 
restriction, whether in the realm of territorial sovereignty or agricultural 
planning, have a definite affinity with collectivist planning Advocates of 
this type of planning imply that the system of free enterprise is no longer 
capable of functioning with the role of the state in the position of umpire, 
and that it is now necessary to transfer to the position wherein the state 
directly or indirectly assumes the position of control formerly exercised by 
the price mechanism in a free society 

Surely the recent practices of the totalitarian states in Europe are suffi- 
cient proof that governmental planning ends in intolerance of minority 
views and disregard of minority rights, as well as placing the planners and 
administrators themselves in the position of a new class based on loyalty to 
the “common cause “ 

As Professor Robbins’ book appeared before the outbreak of the second 
World War, some of the major proposals in part 2 will have to be post- 
poned for later practical consideration. However, he voices the hope that 
the democracies of Europe may be preserved in a structure of economic 
federalism, leading to a United States of Europe, thus finding the basis for 
a new common expansion that could be the foundation upon which free 
institutions could be built to endure 

Findlay Mackenzie 

Brooklyn College 

An Outline of International Price Theories By Chi-Yuen Wu. (London* 
Routledge. 1939. Pp. xii, 373 15s.) 

This comprehensive and careful study was, as Professor Robbins points 
out in his introduction, commenced when the author was a member of the 
economics seminar at the London School of Economics and completed 
“amid the distractions of actual war” (in China), It undertakes to trace 
the development of the theory of international prices from the early mer- 
cantilist period to the present time Up to a point, perhaps, it seems to 
duplicate the work of Professor Angell in the same field;^ but m the thir- 

* J. W Angell, The Theory of International Prices: History, Criticism and Restatement 
(Cambridge, 1926). 



1940] 


123 


General W'^orks, Theory and Its History 

teen years which have elapsed since the appearance of AngelFs book, the 
theory of international prices has been enriched by a number of significant 
contributions which have served not merely to point the way to solution of 
certain difficult problems but also to throw new light on earlier controver- 
sies. One might add, however, that Professor Viner’s recent book on the 
theory of international trade,^ while obviously not concerned exclusively 
with the monetary aspects of the subject, does devote considerable attention 
to the history of international price theories and covers much of the recent 
literature in that field Hence, the major portion of Dr Wu’s material has 
been worked over by other writers. 

Dr. Wu introduces his study with an excellent outline of the issues which 
have occupied the attention of international price theorists and is perhaps 
at his best, throughout the book, when he is engaged in tracing broad lines 
of development His exposition of individual theories is, on the whole, 
satisfactory He does not overwhelm the reader with a tedious discussion of 
innumerable minor writers but rather adopts the procedure of selecting 
the more representative and important writers m each period for detailed 
consideration As might be expected, English theorists receive the major 
share of attention, although the outstanding Continental writers are brought 
into the discussion at appropriate points One Continental theorist, whose 
contributions were largely ignored in English publications prior to 1930 
but who has received widespread recognition since that time, is Knut Wick- 
sell Dr Wu, in line with other recent writers, assigns to Wicksell a promi- 
nent place in the history of the controversy over the ^'transfer problem"' and, 
indeed, christens the theory which emphasizes the importance of shifts in 
demand in the paying and receiving countries "the Wicksellian theory of 
transfer." 

Despite the quality of most of his work, Dr Wu falls down noticeably 
at certain points. He is perhaps weakest in his attempts at criticism of the 
various theories under consideration. His critical passages are at times 
unnecessarily repetitious. His handling of the Bank Charter act controversy 
IS especially disappointing He dismisses the views of the "Banking School" 
as "erroneous" while offering an inadequate criticism of the views of the 
"Currency School " Of least value are the chapters devoted to developments 
since 1918 Dr Wu's treatment of the purchasing-power-parity theory runs 
largely in terms of a criticism of Cassel’s early, naive version and hence 
fails to provide an adequate critical evaluation of more sophisticated ver- 
sions of the theory His handling of the "transfer problem" is more suc- 
cessful, but the reader would appreciate a fuller discussion of the contri- 
butions of Robertson and Pigou, which Dr Wu recognizes as being of 
some significance Again, his presentation of Professor Ohlin's attempt to 
extend the mutual interdependence theory of pricing to the field of inter- 
national trade leaves much to be desired 


* T Vmer Studies in the Theory of International Trade (New York. 1937). 
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To point to the weaknesses of a book of this kind, however, is not to 
deny the very real value of Dr. Wu*s work He provides us, particularly 
for the earlier period, with a scholarly and readable history of international 
price theories, not the least of whose merits is that it confines itself to 
manageable proportions 

Margaret S Gordon 

Berkeley, California 

Introduction h VEtude de VEconomie Politique. By Gaetan Pirou. 

(Paris Sirey. 1939. Pp. 303 50 fr.) 

This is a highly commendable, up-to-date treatise on political economy, 
the fruition of over a decade of teaching Part 1 is a descriptive exposition 
of the contours of the vast field of social science of which political economy 
is a segment Pirou capably discusses the essentials of recent and past 
analyses of scientific knowledge He briefly alludes to the history of the 
affirmations of social determinism, to him identical with social science 
After sketching the elements of the conflict between social determinism 
and the free will of man, he offers a critical survey of the biological and 
psychological interpretations of social facts, the general tenets of formal 
sociology, and the scientific positivism in political, moral and religious 
sociology. All this is so much spade work indispensable to knowing to 
what extent and under what conditions political economy can be regarded 
as a science While the author is not entering into the comparatively re- 
cent debate about the nature of the object of political economy, he offers a 
carefully considered definition of it, whose major consequences he duly 
assesses Discussing those definitions of political economy which deal with 
the nature of the end pursued and the nature of human conduct, he closes 
part 1 by briefly summarizing the frontiers of political economy in relation 
to technology, law, and morality 

Part 2 confines itself to an intricate analysis of the method of political 
economy The conflict of methods indicates that a large number of econ- 
omists, perhaps the majority, regard the positive method of the physical 
sciences as inapplicable and sterile In their view the facts of economic 
life call for their own particular method, giving them a smaller place, and 
assigning to reasoning a much larger role Pirou offers a critical and con- 
structive statement of the positions of the partisans of the abstract and 
positive methods Apparently favoring the possibilities of the tools of re- 
search of the positive method, Pirou critically discusses the various modali- 
ties of this method: its use of graphs, of statistics, of the monograph, and 
of the realistic aid of the historical method. He concludes with a balance 
sheet of the two methods and of mathematical economics 

Part 3 is devoted to a rapid panorama of the history of political econo- 
my. Strictly speaking Pirou regards political economy as comprising not 
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only economic science but also the study of the evolution and influence of 
its doctrines. Hence a pertinent survey of the mam tenets of the principal 
doctrines throughout recorded history is excellently sketched It is an up- 
to-date schematic picture of some of the gross facts of economic, political 
and intellectual history, without which the appearance, progress and de- 
cline of the great doctrinal systems would be incomprehensible 

Part 4 is a critique of the classical plan of dividing political economy 
into the production, circulation, division and consumption of riches. 
Pirou’s substitute plan includes first the external view of the cadres of 
economic life as constituted by juristic rules and the state of technology. 
Next it stresses the facts of the internal mechanism of economic life, 
utilizing the researches of historians, the analyses of institutionalists, and 
the inquiries of sociologists Third, political economy devotes itself to a 
study of the national and international economic problems A fourth part 
comes to grips with economic doctrines Throughout this capable work de- 
tailed bibliographical material is quoted, comprising the relevant literature 
in French, German, English and Italian 

Herman Hausheer 

Taylor University 


NEW BOOKS 

Adams, M Getting and spending Peoples lib , vol viii (New York Macmillan. 
1939 Pp 125 60c) 

Baudin, L Le mecanisme des prix, (Pans. Lib Gen de Droit et de Jurispru- 
dence 1940 Pp 153 ) 

Blake, W J Elements of Marxian economic theory and its criticism. (New York . 
Gordon 1939 Pp viii, 746 $3 75 ) 

Carlson, S A study on the pure theory of production Stockholm econ stud 
no 9 (London P S King 1939 Pp vii, 128 ) 

Catherwood, B F Basic theories of distribution (London P S King 1939 
Pp 262 12s) 

Cronin, J F Economics and society. (New York American Book Co 1939 
Pp xvii, 456 $2 50 ) 

This book IS intended to be ‘'most useful in a general introductory course for 
one year, given both to general students as a part of a modern liberal arts 
course, and to business students for the purpose of background and orientation " 
Part 1 deals with the physical, historical and legal background of modern eco- 
nomic life , with price determination, competition, monopoly and the business 
cycle, and with economic systems Part 2 deals with special problems, labor, 
the consumer , taxation , agriculture , international trade , money and banking , 
investment and speculation, public utilities and government ownership 

The treatment is the presentation of an economic philosophy with some 
current factual information as the vehicle Liberal capitalism, laissez faire, the 
modern system of finance domination, communism, fascism and moderate so- 
cialism are all condemned Christian social principles only can be the solvent 
for present-day difficulties 

The author emphasizes the social philosophy of Pope Pius XI in his various 
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encyclicals And this is to be achieved by '*the corporative spirit . . as found in 
Portugal and Italy, rather than the system existing under American corporation 
law,** acting through organizations akin to the medieval gilds, so that "class 
strife would be replaced by class harmony’* (p 167). 

As a descriptive presentation it does not give both sides of the story on 
controversial matters Medieval life evidently approximated the Golden Age, 
while capitalism is responsible for every problem that has arisen since then 
Not only has communism nothing to commend it but it has done nothing for 
Russia, while in Germany, Italy, Portugal and Nationalist Spain '’the authori- 
tarian [fascist} state is in many ways an economic and political success” (p 
178) . The details in the chapters on problems are selected almost entirely from 
the period since 1933. 

The chapters on value and price, covering 50 pages, give practically no 
equipment with which to analyze value and price problems, marginal cost 
IS not mentioned, and diminishing utility is defined in historical terms The 
business cycle is caused primarily by the failure to give adequate income to 
the poorer classes (p 131) 

D F Pegrum 

Dearle, N B Economics: an introduction for the student and for everyman. 
(London and New York Longmans Green 1939 Pp x, 522 $2 50 ) 

Eucken, W Die Grundlagen der Nattonalokonomie (Jena Fischer. 1940 Pp 
xii, 300 RM 11 50 ) 

Fanno, M. Normal and abnormal international capital transfers Stud in econ 
dynamics no 1 (Minneapolis Univ of Minnesota Press 1939. Pp xi, 120 
$ 2 ) 

Feng-Tien, C Economic thought during the last fifty years of the Ch^ing period 
Yenching Jour of Chinese Stud , monog ser no 18. (Cambridge Harvard 
Univ Press 1939 Pp. 324 $3 ) 


Greidanus, T The development of KeyneTs economic theories (London* P. S. 
King 1939 Pp 40 2s) 

This brochure is a criticism of Keynes’s Tract, Treatise and General Theory 
The author finds the beginning of Keynes’ apostasy in his early writings Pro- 
fessedly adhering to classical principles, he departed from them slowly and then 
made a final break In the Tract, Keynes departed from Marshall’s conception of 
the origin of the value of money (p 4) . The equations of the Treatise are 
criticized for reasons which led Keynes himself to revise them in the General 
Theory What Greidanus does not like is the mechanical character of the 
equations He claims that they cannot show causation because they merely 
classify causes retrospectively 'The simple reason for their failure,*’ he says, 
"is their departure from the psychical basis used in explaining the motivation 
of economic phenomena** (p 19) He does not seem to see that this criticism 
can be made against all formal theory We get an explanation by examining 
data in terms of the formula to ascertain which are actually the causative factors 

The author finally comes to grips with Keynes’s view that the motives 
which determine saving are different from those determining investment and 
expresses his belief that the classical structure cannot be so easily undermined as 
Keynes supposes. Greidanus (p. 25) evidences his acceptance of the old view 
which if true destroys the foundation of the General Theory. To the reviewer 
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he has not, however, given an adequate argument against the Keynesian position. 
He also criticizes the liquidity-preference theory of interest and concludes that 
Keynes has had a bad influence upon public policy (p 39) and that his 
methods can never yield favorable results (p 40) The author does not show, 
however, how to get along without formal equations, nor does he substitute 
any ’'real explanations” of his own to account for the failure of the rate of 
interest to adjust the supply of savings to the demand for capital 

Walter A Morton 

VON Haberler, G Prosperity and depression a theoretical analysis of cyclical 
movements New rev and enl ed (Geneva League of Nations New York 
Columbia Univ. Press 1939 Pp xix, 473 $2) 

Except for the insertion of one new chapter, this volume has undergone only 
minor revision Nonetheless the additional material, undertaking a review 
of recent literature bearing on the business cycle, in particular the views of 
Mr Keynes, fills a gap which existed in the first edition and serves to bring the 
book up to date Nearly 90 pages are devoted to a detailed discussion of some 
of the more controversial aspects of the Keynesian schema 

Professor Haberler approaches this topic from the standpoint of reconciling, 
where possible, the new theories with older received doctrine In this task he 
achieves noteworthy success his contribution should be on the "must” list of 
everyone who would understand the Keynesian approach and its relation to 
more orthodox economic reasoning 

The new material opens with a lucid discussion of the question of the 
"necessary” equality of investment and savings Keynes’s position is compared 
with that of Robertson and with the Swedish ex ante analysis the differences 
are clearly shown to be terminological and not substantial 

Perhaps his most noteworthy pages are those Professor Haberler devotes 
to a comparison of the Keynesian theory of interest with the analysis running 
in terms of the demand and supply of loanable funds Keynes’s tendency to 
Ignore his "transactions motive” to liquidity is shown to be the source of many 
apparent differences When it is recognized that a shift of funds from transac- 
tions to speculative uses and vice versa may occur, many of the seemingly 
paradoxical Keynesian dicta with respect to the lack of any relation between 
changes in the marginal efficiency of capital or in savings and the rate of 
interest are reconciled with the more conventional approach 

Examination of the interest rate problem is followed by an excellent dis- 
cussion of the multiplier, wherein the logical nature of this device is contrasted 
with the practical difficulties of applying what is directly valid only of the 
individual (the marginal propensity to consume) to the community as a whole 
Consideration of the theory of under-employment shows it to rest on the 
assumption of sticky wages 

Some readers may wish, with the reviewer, that Professor Haberler had 
carried his task of revision a little farther, in particular to the clarification 
of the sections dealing with the capital-shortage and the under-consumption 
theories The treatment of these topics still leaves one feeling that they are 
not resolved as completely as might be possible Nonetheless, with the revision 
provided in this edition. Professor Haberler’s volume remains the best and 
most thorough general treatment of the business cycle available 

P T Ellsworth 
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Haskell, G. D. Questions and problems tn economics. To accompany Fair- 
child, Furniss, and Buck, 'Elementary economics, vols. i and li, 4th ed 
(New York: Macmillan 1939. Pp. via, 88.) 

Hempel, E H Industrial political economy, the fundamentals. (New York 
Pitman Pub Corp 1939. Pp xiv, 454. $3 50.) 

Ostensibly, this short book is an appeal from "theories and academic think- 
ing" to the "true dynamics of economic action" as deduced from industrial 
history The sketch of developing industrial organization and policy, from 
"Greece and Athens" to the present, is mainly conventional as far as it goes, 
but thin, disjointed and dull. It furnishes little support for the generalizations 
concerning the lessons of history which marks the volume off from ordinary 
cram-books A good sample of these lessons will be found on page 42, com- 
paring ancient Rome with fascist Italy, or the statement on page x of the 
preface may spare the judicious reader from subjecting himself to the rest 

Melvin M Knight 

Hughes, R O Fundamentals of economics. New ed (Boston Allyn and Bacon 
1939 Pp. 528 $1 80 ) 

Hutchison, T W significance and basic postulates of economic theory 
(New York and London Macmillan 1938 Pp x, 192 $3 ) 

The author of this book studied under Joan Robinson at Cambridge, before 
becoming lecturer at the University of Bonn, Germany He is a positivist in 
philosophy and, though he assails certain propensities of neo-classical econo- 
mists, his general approach to economics is that characteristic of this group 
Beyond bald assertions — such as the gibe by Pareto at the opponents of mathe- 
matical economics, which is given a place of honor between the title-page and 
preface — not much is said in justification of these theoretical positions 
Within the limits thus indicated, Mr Hutchison has treated the logic of 
economics He deals with methods of reasoning and criticizes a number of 
familiar economic concepts, such as ceteris paribus, the notion of a fundamental 
economic principle, and that of a tendency toward equilibrium Not all his 
conclusions are likely to meet with general acceptance but the discussions are 
suggestive and the controversial style that is adopted helps to drive home the 
arguments employed Since most economists have made no special study of 
logic and are apt to reason loosely at times, probably there are few who would 
not profit from reading the book The technique followed with regard to foot- 
notes and quotations, however, may be found tiresome 

While his book is useful on the negative side, constructively Mr Hutchison 
has less to offer He suggests that the term "law” should be reserved for empiri- 
cal generalizations, of which Gresham’s law is an example Such laws, he says, 
"it is the central object of science [including economics as he visualizes it] 
to discover " Aside from the matter of terminology, this is the viewpoint of 
many economists, and it is the basis of much of the realistic study that has been 
undertaken in the field But Mr Hutchison speaks of statistical verification as 
if it were relatively simple It has to be remembered that statistics reflect "life as 
a whole," including responses to all kinds of stimuli, concerning many of 
which economists — as such — know little Data often refer to phenomena re- 
motely related to the things in which the economist is interested Interpretation, 
therefore, presents a more serious problem than the author of this book appears 
to realize. 


Edmund Whittaker 
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Irvine, W. Walter Bagehot, (London* Longmans Green 1939. Pp. 303. 12s 6d ) 
Keesing, F. a G Het evenwtchtsbegrtp tn de economtsche hteratuur, (Pur- 
merend Muusses 1939 Pp 199 F 3 50 ) 

Kolhatkar, V Y and Kogekar, S V Antntroduction to economics (Poona* 
Dastane Brothers' Home Service 1939 Pp 180 ) 

Korey, E L andRuNGE, E J Economics: principles and problems, (New York* 
Longmans Green 1939 Pp xi, 687. $1 80 ) 

The outstanding feature of this high-school textbook in economics is that it 
IS comprehensive enough to satisfy the requirements of most state and large-city 
courses of study It also contains sufficient traditional material as well as insti- 
tutional material to satisfy a large section of our teaching body. A limited 
but adequate and meaningful treatment of the theories of wages and interest 
is included Ample explanation (5 pages) is given to the quantity theory 
of money so that it really means something to the immature student The logical, 
clear and detailed development of the theory of market price should please 
any classicist On the other hand, the instances in which our economic system 
plays Puck are also represented The inclusion of discussion on chain-store 
legislation, deposit insurance, institutional theories of the business cycle, loss 
leaders, and monopolistic competition indicates the up-to-dateness of the book 
Twenty-five pages are given to such social controls as minimum wage and 
maximum hour laws, social insurance, and the Fair Labor Standards act The 
critical examination of both the contributions and limitations of the publications 
Consumer's Union and Consumer sf Research as aids to the consumer is only 
one of a number of instances in which the authors show that they have not 
been overwhelmed by the gloss of novelty 

Joseph P Crowley 

Lescure, J Des crises geneiales et periodiques de surproduction Tome I et II 
(Pans Domat-Montchrestien 1938 Pp xvi, 445, 453-702 100 fr les deux 
vol ) 

Linville, Y K An outline of economic principles and problems (New York* 
Saga Press 1939 Pp 217) 

Questions are adapted for use with texts by Atkins and Magee, Ault and 
Eberling, Bye, Bye and Hewett, Deibler, Ely, and Fairchild, Furniss and Buck 

Logan, H A and Inman, M. K ^4 social approach to economics (Toronto 
Univ of Toronto Press 1939 Pp xvi, 659 $3 75 ) 

Myrdal, G Monetary equilibrium Translated from the German by Robert B. 
Brice and Wolfgang Stolper (London Hodge 1939 Pp xi, 214 12s 
6d ) 

The long awaited translation of Professor Myrdal's important essay finally 
makes available to English and American economists one part of the thought 
of the virile Swedish school Unfortunately, eight years have elapsed since 
Its first publication in Swedish, during which time the center of interest and 
emphasis in monetary theory has veered away from the Wicksellian analysis, as 
IS shown by a comparison between the Treatise and the General Theory of Mr 
Keynes Rather than revise and rewrite the book completely, the author very 
wisely decided to ‘avoid changes other than those intended to make the text 
clearer and more consistent 

The method of exposition followed is that of “immanent’* criticism of Wick- 
sell’s thought The latter, sensing the superficiality of the quantity theory of 
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money and equation of exchange, attempted to build up concepts which would 
coordinate monetary theory with the theory of central price formation, and 
which would at the same time break through the straight- jacket of Say’s law 
of markets This culminated in his formulation of equilibrium as being achieved 
only when (1) the money rate of interest is equal to the natural rate, (2) 
saving equals investment, (3) the price level of consumer’s goods remains 
constant Professor Myrdal is at his best in showing how the concept of the 
natural rate of interest must be modified when applied to a monetary society, 
and how these three criteria for equilibrium are not mutually consistent The 
fundamental one to be retained is the second in which savings and investment 
ex ante must be equal In the absence of this equality a one-way, cumulative, dis- 
equilibrating movement is generated Chapter 5 on “Savings and investment’’ 
is to be particularly recommended The last chapter is refreshing in view of 
prevailing methodological misconceptions 

Fundamental inadequacies of the book from more recent points of view are 
an undue emphasis upon the importance of price and interest rate movements 
as compared to those of output and employment, insufficient stress upon the 
passive reaction of consumption and savings to changes in income Most im- 
portant IS the lack of realization that monetary equilibrium in the author’s sense 
could conceivably involve 50 per cent unemployment in addition to frictional 
and structural (monopolistic) unemployment so that it in no sense represents 
a proper goal of policy Moreover, according to a rigid assumption of passive 
consumption, monetary equilibrium might be achieved at any level of income 
depending only upon the level of net investment 

Paul A Samuelson 


Parkes, H B Marxism an autopsy (Boston Houghton Mifflin 1939 Pp 
299 $3 ) 

Despite the flamboyance of the title, the book gives a thorough-going dis- 
cussion of the social movements of our age and a penetrating review of the 
Marxian system of thought The author subjects to an impressive critique the 
Marxian theory of history, of the statics and the dynamics of capitalist society 
and especially the politics of Marxism He successfully answers the ques- 
tion why the proletarian revolution failed to come in the economically and 
socially advanced countries but did come in backward Russia by pointing out 
that the organized labor movement is society’s policeman against a leftist rev- 
olution He correctly points out that Marx’s forecast of the collapse of capital- 
ism had little to do with the Hobsonian theory adopted by the New Deal but 
everything to do with the falling rate of profit due to a rise in the proportion 
of “constant” capital to “variable” (or payroll) capital 

The author is a progressive who wishes to see capitalism reformed to pro- 
vide security for the masses but not vta a planned economy which he insists 
leads to dictatorship He proposes a forcible reduction of the rate of interest 
and a recognition of the worker’s property right in his job but with wages left 
completely flexible Beyond that he contemplates a transformation of the cap- 
italistic corporations into producers' cooperatives, and national and interna- 
tional economies based on a free market To the reviewer this plan appears as 
a throw-back to the “greenbackism” of the sixties of the past century with its 
ideal of the escape from the wage system into “self -employment” vta the co- 
operative workshop buttressed up by an access to “free” capital. The author 
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does not explain how he would solve the management problem in these co- 
operatives 

S Perlman 

Roll, E A htstory of economic thought (New York Prentice-Hall 1939. Pp. 
430 $3 ) 

This volume, first published in England in 1938, has now been brought out 
as an addition to the Prentice-Hall economics series As the book is limited to 
approximately 400 pages, the treatment of the subject is necessarily brief, and 
many well known names have been omitted The basis of selection of material 
IS clearly stated in the introduction "First, apart from the most outstanding 
economists of the past, only those have been included whose contributions 
to economic thought appear to have significance in relation to present-day 
theory and controversy Secondly, stress has been laid both on writers and views 
which exemplify most clearly different trends of thought" (p 18) The author’s 
judgment on these points is indicated by the distribution of space For ex- 
ample, 10 pages are devoted to Thomas Mun, 10 to the Physiocrats, 11 to 
Senior, 14 to Sir William Petty, 15 to John Stuart Mill, 18 to Ricardo and 
32 to Adam Smith The discussion of socialistic criticism and the doctrine of 
Marx covers 67 pages, or one-sixth of the entire book For purposes of com- 
parison we may note that in Haney’s history the discussion of socialistic thought 
comprises less than one-seventeenth of the total space. 

Professor Roll states that his book is "based on the conviction that the eco- 
nomic structure of any given epoch and the changes which it undergoes are the 
ultimate determinants of economic thinking’’ (p 16) Although he points 
out that the economic factor is the determinant only in the final analysis, his 
discussion represents a somewhat rigid economic interpretation of history This 
perhaps explains a tendency to draw rather sweeping conclusions without 
detailed examination of conflicting evidence For example, the rise of mer- 
cantilism IS explained in definitely economic terms, with little attention given 
to state-making as a basic consideration In opposition to the views of Schmol- 
ler and Professor Heckscher the mercantilists are described as having consid- 
ered state-making important only because a strong state could best further and 
protect their economic interests Obviously this is a question that invites ex- 
tended argument 

Considering its brevity, the book presents a good discussion of the develop- 
ment of economic thought, from the author’s particular point of view Some 
of the topics are very skillfully treated, especially those dealing with the early 
development of economics and the rise of classicism There is also a short but 
useful working bibliography It is to be regretted, however, that the author has 
not attempted a more careful evaluation of conflicting views on the various 
controversial questions American readers, moreover, will note the lack of con- 
sideration of economic thought on this side of the Atlantic Certainly it would 
seem that a chapter might have been devoted to American contributions, in- 
cluding, of course, a discussion of Veblen and the rise of institutionalism 

J E Moffat 

Ross, E J What is economics? A brief survey of our economic life (Milwaukee 
Bruce Pub Co 1939 Pp x, 275 $2 ) 

Dr Ross, in addition to thorough academic training in several universities, 
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has had seven years of business experience, which have contributed to the solid- 
ity and practicality of her book. For the most part the discussions are of 
timely interest — the sit-down strike and the totalitarian state come in for at- 
tention, * 'corporatism*’ and "distributism” are not overlooked The volume 
contains questions for study based on the text and a selected bibliography. 

Declaring in the foreword that "there is a general dissatisfaction with the 
present economic system,” Miss Ross expresses her own dissatisfaction with a 
number of practices common to, if not inherent in, the capitalistic economy 
The ethical note runs through Miss Ross's book, and the social point of view 
IS expressed Sympathy is shown for the worker, the author declares that he 
"needs to have a regular fixed income on which he can depend” (p 118) One 
of the longest chapters of the book is devoted to "Workers’ risks and working 
conditions” (ch. 10 ) Social insurance is given generous space, and it is 
pointed out that "America, backward in all matters of social insurance, lags 
behind the rest of the world's industrial nations in old-age pensions also” 
(p 127) Seven groups of enumerated government services indicate the 
expanding function of the state which "has an ever- increasing work to per- 
form” (p. 204). 

On the other hand, the business cycle is not discussed, and the inadequate 
description of our present confused monetary problems leaves one in a state 
of confusion 

The "disastrous consequences of laissez faire** (p 242) are referred to, and 
a planned society is held "essential to a system which retains an urban economy 
and the benefits of the division of labor by large-scale production” (p. 242) 

Rockwell D Hunt 

SOMBART, W. Weltanschauungf science and economy Translated by Philip 
Johnson. (New York Veritas Press 1939 Pp ix, 60 $1 ) 

This IS a translation of the volume Weltanschauung, Wissenschaft und 
Wirtschajt reviewed by Dr Karl Bode in December, 1938, p. 766 

Stirk, S D German economics reader (London Pitman 1939 Pp xii, 121 
5s) 

Taussig, F. W Principles of economics. Vol II 4th ed (New York. Macmillan. 
1939 Pp xvii, 595 $3 ) 

This volume of the new edition has most of the characteristics of the earlier 
work Of the 72 chapters, three are distinctly new and two have been thor- 
oughly rewritten. The three new chapters are "Business profits and corporate 
management" (50), "Monopoly gains” (51), and "Social security” (6l) 

In order to keep the classical order in developing the theory of the distribu- 
tion of wealth the author treats interest, rent, wages and profits together with 
over-production, over-investment, crises, the business cycle, population, in- 
equality and Its causes, and great fortunes Recognizing the difficulty of obtain- 
ing a strictly consecutive and logical outline of so vast a subject, the reviewer 
sees very little justification for treating the subject of wages in two distinct 
places in Book V, the distribution of wealth (chapters 41, 42 and 52, 53), 
and then the wage system in Book VI, "Labor” (chapter 58) Since, however, 
these volumes were designed for "intelligent and educated” persons and not 
for elementary students the author’s arrangement may be as valuable as any 
For the mature student the books are an adequate and effective presentation of 
the principles of economics 


Curtis Hugh Morrow 
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Tautscher, a Ernst Ludwig Carl (1682-1743) j der Be grander der Volkswirt- 
schaftslehre. (Jena* Fischer. 1939 Pp vii, I6l RM 7 50 ) 

Vleugels, W Zur Gegenwartslage der deutschen Volkswirtschajtslehre : erne 
Sammlung von Aufsatzen uber die Gegenwartslage y das Erbe und die heutigen 
Aujgaben der deutschen volkstvirtschaftlichen Theorte, (Jena. Fischer 1939. 
P XI, 148 RM 6.) 

WiNKEL, M G W ork-hour value (Boston Meador Pub Co 1939 Pp 268. $2 ) 
”In this volume the author outlines a new theory of value, the basic idea be* 
mg that the real value in the economic system is not the commodities produced 
by work, but the work-hour itself, and the law of supply and demand should 
apply directly to work-hours, as it is the value of the work-hour which fluctu- 
ates, and not the value of goods . . The standard theories of money and 
prices are reviewed briefly, for the purpose of showing where they have been 
inadequate to explain present-day phenomena, followed by the presentation 
of a theory of prices based on work-hour value ” 


Economic History and Geography 

The Economic Bases of Peace, By Ernest Minor Patterson. (New 
York McGraw-Hill. 1939. Pp 264. $2 50 ) 

In this sober work. Professor Patterson makes an analysis of the basic 
forces underlying present economic conflict and an evaluation of the various 
solutions that have been attempted. Growing world economic interde- 
pendence in conjunction with our capitalistc set-up and increasing govern- 
ment intervention m economic affairs have produced a dilemma. We are 
confronted with conflicting interests, some of which demand freer and 
international economic relationships while others “are best served by na- 
tionalistic action “ No program serving the one set of interests to the 
exclusion of the other is feasible 

There is ample evidence that increasing strains have produced problems 
which demand a new adjustment But before such an adjustment is at- 
tempted, there must be some agreement as to objectives The author lists 
as minimal desiderata the avoidance of military and destructive economic 
conflict, a general increase in world productivity, greater economic stability, 
economic and national security, and a less uneven distribution of wealth 
But, he warns, no “single form of organization or any one line of conduct 
will provide an adequate answer “ He then attempts an evaluation of each 
of the mam solutions advocated by individuals, groups, and nations, under 
the headings Capitalism, Autarchy, Internationalism, Intranationahsm, 
Regionalism, and World Economy. Each approach has its contribution to 
make, but each has also its very definite limitations. Furthermore, no par- 
ticular adjustment, however satisfactory at the moment, can be more than 
ephemeral, for that solution in itself produces a situation demanding 
further readjustment, the chain being apparently endless 

Recent events seem to bear out the pessimism of the author, and to sub- 
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stantiate his belief that few of us are rational in our mental processes. 
Perhaps the best indication of his point of view is found in his attitude 
toward central planning though it appears to be well-nigh impossible, the 
situation is such that we may have to do the impossible’ 

Better organization of material would have prevented repetition and 
some possible ambiguity. For example, the section on the spread of in- 
dustrialization, in chapter 10, would have appeared to greater advantage in 
the previous chapter, while that on intranationalism (chapter 12) might 
logically have been covered in the chapters entitled autarchy and inter- 
nationalism Lastly, in the chapter on internationalism the author deals 
rather with the limitations of internationalism, though, in the reviewer's 
opinion, the positive case for the economics of internationalism, in this era 
of attempted national self-sufficiency, is more important than ever before 
But these minor flaws do not detract materially from the work as a whole 
As an able analysis of the world's economic dilemma and attempted solu- 
tions, it will be invaluable to students of economics 

Lorne T Morgan 

University of Toronto 

The Vampire Economy Doing Business under Fascism. By Guenter 
Reimann. (New York Vanguard 1939 Pp xvii, 350 $3 00 ) 

The system of business enterprise depends ultimately on habits that make 
men look upon private property as peculiarly inviolable and upon its con- 
tinual accumulation as of prime importance to the community It is this 
common-sense attitude that has made modern politics essentially a business- 
oriented politics, and that has been the final guaranty of the going business 
system against undue encroachment by non- business interests However, 
when a ruling group can entrench itself in sentiments other than the com- 
mon sense of property and contract — and when, regardless of its avowals, 
it can wield the coercive powers of the state for its own purposes — then 
the traditional business order is in peril of its existence Business-men in 
Germany and Italy have become aware of this in recent years. Many of 
them welcomed the movements of Hitler and Mussolini as weapons that 
would destroy the threat of openly anti-capitalist forces, but they have 
learned that these weapons are also destructive of their security. Thorstein 
Veblen, with characteristic farsightedness, once said* ''The net outcome of 
the latter-day return to warlike enterprise is, no doubt, securely to be rated 
as fostering a reversion to national ideals of servile status and to institu- 
tions of a despotic character . . Authenticity and sacramental dignity be- 
long neither with the machine technology, nor with modern science, nor 
with business traffic. . . Their logical outcome is an abatement of those 

cultural features that distinguish modern times from what went before, in- 
cluding a decline of business enterprise itself 
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Mr Reimann tells m detail of the political corrosion of private enter- 
prise in Na2i Germany His wide information and sober realism enable 
him to throw a revealing light on the forces that rule Germany today, and 
make his book an important one Although he has little to say about Fascist 
Italy,* many of his conclusions are an accurate commentary on political and 
economic processes in that country Moreover, Mr Reimann’s book has 
implications for the whole world of capitalist enterprise And it can be 
read with genuine profit by those defenders of business institutions who 
would find their champion in a “strong-arm” government 

Every part of the German business system, Mr Reimann shows, has 
been subordinated to the necessities of the higher politics True, private 
ownership and direction of the business firm have been formally main- 
tained But in serving its own interests, the parasitic ruling group has pene- 
trated more and more into the traditionally private realms of enterprise 
However, Mr Reimann believes that on the eve of war (when his book 
was completed) absolute power had not entirely taken the place of money 
power It was smaller business-men, especially shopkeepers, who had been 
hardest hit by the political circumscription of the market Big business- 
men might still make profits and use their money to win favors from the 
bureaucracy But they had lost their grip on economic affairs They could 
no longer invest their money as they pleased Instead, they had to sink their 
surplus funds in taxes and “contributions” or government securities or 
dubious plant expansions, as commanded by the state Governmental inter- 
vention in the labor, capital, and commodity markets, and the necessity of 
catering to the officials, raised enormously the costs and anxieties of busi- 
ness administration Yet business-men were obliged to applaud the policies 
of the state, not only because they feared even more coercive measures but 
also because they dreaded that they might lose everything if the dictator- 
ship should collapse Mr Reimann concludes “The system thus is a strange 
mixture of state interference and planning combined with private manage- 
ment — an economic system which is neither competitive capitalism nor the 
planned economy of state socialism nor state capitalism It is so bewildering 
in its complexity that the capitalist no longer knows whether he is a capi- 
talist or whether he has become a mere agent of the state ” 

The great extension of state controls in the interests of war economy, the 
throttling of mass consumption and diversion of private capital into arma- 
ments industries, have created tremendous armies and vast quantities of 
war materials But they have also resulted in such wearing down of human 
and material resources, in such widespread mistrust and corruption, in such 
a general sapping of the community’s morale, as to make doubtful the 
ability of the state “to stand the strain of a real totalitarian war for any 
length of time.” In any event, war will hasten the destruction of private 
business enterprise. “The totalitarian dictatorship will become more ruthless 
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in its attitude toward business-men as well as toward the workers and 
middle classes The so-called radicals among the party bureaucracy will 
claim that their program has been fulfilled after the expropriation of most 
private property holders, while simultaneously the rum of the middle 
classes will be completed and the workers will be exploited on an un- 
precedented scale Unfortunately, a long war will also produce in other 
belligerent countries many of the conditions that underlay the rise of Ger- 
man and Italian Fascism 

Carl T. Schmidt 

Columbia University 

The Economic Recovery of Germany from 1933 to the Incorporation of 
Austria in March, 1938. By C W Guillebaud (London and New 
York Macmillan 1939 Pp xiv, 303 $3 25 ) 

Mr Guillebaud's economic history of the first five years of the Nazi 
regime is the story of one of the most exciting economic experiments ever 
witnessed, viz., the more or less complete change in the economic order of 
a highly industrialized country But Mr Guillebaud does not draw this 
conclusion from the facts presented Even the title of the book is an under- 
statement ^Economic recovery** does not characterize the period from 1933 
to 1938 in Germany, nor does the book attempt to emphasize the change in 
the economic order which went far beyond the aims of the original re- 
covery program Mr Guillebaud is, of course, conscious of the fundamental 
differences between the economies of, say, Germany and England He 
warns that greatest caution must be observed in applying the experience 
of Germany to countries with a different type of institutional and economic 
“background** (p 233) It seems to me, however, that the main short- 
coming of Mr Guillebaud is due to this very mistake that he looks at the 
National Socialist economy with an admiration which rests on a somewhat 
mistaken comparison of systems which, in fairness to both of them, simply 
cannot be compared as to single problems and policies (like unemploy- 
ment) but must be compared in the totality of their economic, general 
political, and cultural structure. 

Chapter 1 gives a description of the historical background from the sta- 
bilization of the mark to von Papen's and von Schleicher*s recovery pro- 
grams. Chapters 2 and 3 describe the first and the second Four-Year Plan 
respectively Mr Guillebaud*s report is as exhaustive as can be expected 
in a book that wants to address the general public as well as the profes- 
sional economist Mr. Guillebaud is probably right in assuming that the 
statistical material provided in Germany is as accurate as that of other 
countries (p vi) However, he not only uses the statistical material but 
accepts (because of his desire to be absolutely fair and objective) the ofli- 
cial German interpretation of the material, thus giving, by the way, a good 
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example of the lectures now typical for German universities. (Example 
we are made to believe that autarchy, as aimed at under the second Four- 
Year Plan, will really increase the standard of living (p 106) ) 

Too many chronological and factual subdivisions make it difficult for 
the inexperienced reader to see the mam trends of the development, and 
chapter 4 on 'Trices, wages, labour policy, standard of living’* does not 
quite succeed in its attempt to summarize New facts are presented and the 
presentation is often again devoid of the necessary criticism. The statement 
that in 1937 the standard of living of the population as a whole had ’‘about 
regained the level of 1928” is highly problematic and certainly not suffi- 
ciently supported by the statistical material as presented in the book and its 
analysis (C/., the more careful studies by Thomas Balogh, Economic Jour- 
nal, Sept , 1938, or Emil Lederer, Social Research, Feb , 1938 ) The para- 
graphs on labor policy are especially one-sided, giving almost exclusively 
the official German viewpoint without indicating the negative implications 
of the new regulations 

Chapter 5 on “Some basic features of the National Socialist economic 
system” tries to show the enormous extent and complexity of state regula- 
tion and interference” (p 218). But instead of discussing the most in- 
teresting problems connected with central planning, i.e , with the funda- 
mental change of the economic order in Germany, the author reminds us 
that German National Socialism is opposed in principle to state manage- 
ment and that nothing is more abhorrent to the Germans than the sugges- 
tion that there is any parallel between their system and that of Soviet Rus- 
sia (p 220). 

It IS only fair to remember that the book was concluded in December, 
1938 But even by that time it was clear to any student of the problem 
that the trend was decidedly away from private initiative and enterprise 
It is true that many leading personalities in Germany believe that the whole 
development is due only to exceptional circumstances But we are not al- 
lowed to base our conclusions merely on official utterances, especially when 
many official statements to the contrary could likewise be quoted Some 
theoretical analysis is indispensable and it turns out to be the main weak- 
ness of the book that it tries to refrain nearly entirely from theoretical dis- 
cussions (p v). 

The most interesting chapter from a scientific point of view is the last 
one (6) on "Germany in full employment ” It investigates among othei 
problems the question how far full employment can be maintained under 
normal conditions. Mr. Guillebaud suggests that "there are strong prim^i 
facie grounds . . for believing that Germany’s economic well-being today 

is not vitally bound up with rearmament .” (p 260) Again he does 
not see, however, that it is in all probability not a question of whether 
"private investment and demand will take the place of public investment 
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and demand’* (p. 259) because the Nazi government does not want, and 
cannot aflford, to risk the fluctuations of unregimented investment and de- 
mand It IS to be expected that the improvement in the standard of living 
which will be made possible by a decrease in unproductive expenditure will 
take a collective form rather than that of waiting for private initiative, even 
if the necessary production programs are carried through by '^private" firms 

The few concluding remarks on ^^Paragraphengetsf^ and "'bureaucrat- 
ism** show clearly how insufficiently the main disadvantages of the German 
system are analyzed in comparison with the most careful enumeration of 
its advantages. 

Despite all these critical remarks the book is certainly an important pub- 
lication. Far from being obsolete because of the events in 1939 it will be 
of great help to those who want to acquaint themselves with the facts about 
Germany, and it is perhaps especially useful just because the facts are pre- 
sented somewhat in the light of the National Socialist ideology. 

George N. Halm 

Tufts College 

The Rjse of Modern Industry m Sweden. By G A Montgomery. (Lon- 
don- P. S King 1939. Pp viii, 287. 10s 6d.) 

The purpose of this volume is to give an account of the growth of mod- 
ern economic society in Sweden. The book is divided into five chapters, the 
first of which deals with the period before the rise of modern industry in 
Sweden, or roughly to about 1800 The topics covered are agriculture, the 
iron industry, the timber trade, transportation and commerce, and crafts 
and "manufactures ** In the second chapter, the author discusses later de- 
velopments in these fields and the problems which arose, such as those 
pertaining to the growth and well-being of the population, tariffs, banking 
and foreign trade The third chapter, entitled "The progress of industriali- 
zation, 1870-1914,** is devoted to a discussion of the basic economic activi- 
ties and the growth of the export industries This period encompassed the 
building of the railroads, significant strides in banking, the beginnings of 
social insurance and effective factory legislation, and the growth of labor 
legislation In the fourth chapter, the war and post-war period is treated 
The fifth chapter is a concisely written summary and analysis of the con- 
clusions drawn The book also contains an adequate index and a helpful 
map. 

In a brief and illuminating discussion of Sweden*s economic growth from 
1914 to 1929, the author reiterates some of the conclusions set forth in 
his earlier work. How Sweden Overcame the Depression. The prosperity 
of the later 1920*s is ascribed to "forced national saving.** The blockade 
policy and the submarine warfare of the belligerents reduced consumption 
within the country Industrial wages lagged behind costs of living, at least 
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m the earlier part of this period. **In this way a large export surplus was 
created A considerable part of the export and shipping surplus of the 
war years was devoted to the reduction of pre-war debts abroad, and large 
amounts of Swedish bonds were repatriated . . The final outcome was 
that Sweden became an exporter of capital In the early 1920*s, however, 
the country’s economic strength was taxed by a process of deflation, which 
had to be even more drastic in Sweden than in the United States, for 
example, since *'the previous rise in prices had been more extensive in the 
former country ” The deflation crisis caused an increase in the debt burden 
and seriously affected wage costs 

The industrial expansion of Sweden in the 1920’s was more powerful 
than that of most other European countries '’In subsequent years the dif- 
ference was even more striking Whereas industrial production in Sweden 
in 1937 was about 50 per cent higher than in 1929, the general European 
figure (exclusive of Russia) rose only about 10 per cent above the 1929 
level.” Real wages in the manufacturing industries have risen appreciably 
in recent years, and "the standard of life of the Swedish industrial worker 
seems now to be on much the same level as that of the British ” The in- 
creasing scope of social policy and government interference in general has 
no doubt "deprived the economic life of the country of some of that elas- 
ticity and ‘self-adjusting’ power which was the boast of the liberal era ... 
Industry has been made to carry a heavier burden than before and to ac- 
quiesce in the organization of labor and the expansion of social legislation 
and social service, but for the rest it has been left to manage its own af- 
fairs ” The character of business competition has, of course, changed from 
what it was before 1914 In Sweden, as elsewhere, the large concern has 
become a significant factor in the economic life of the nation, but "in spite 
of the big concern and the cartel, competition has remained very keen ” 
In contrast to the rather one-sided picture of Swedish economic society, as 
if it were synonymous with the activities of the Cooperative Union, which 
has been so widely portrayed in this country in recent years, the author of 
this volume, who is a Swedish economist, devotes only one paragraph, one- 
third of a page long, to the consumers’ cooperative movement The share 
of the consumers’ cooperatives in the total retail trade turnover in 1930 
was 10 9 per cent, and in 1937 perhaps a little more than 11 per cent. 

S A Anderson 

Rensselaer Polytechmc Institute 

Prices and Wages in England from the Twelfth to the Nineteenth Cen- 
tury. Vol I Price Tables: Mercantile Era By William Beveridge, 
and Others (London. Longmans Green 1939. Pp lx, 756. 
$12 00 .) 

The background of this extensive and luxurious set of volumes is the 
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work of J. E. T. Rogers, whose monumental Agriculture and Prices in 
England is well known. The present work, however, begins earlier, con- 
tinues later, omits raw material, and has been compiled by a large staff of 
workers rather than one pair of hands Whether the present magnificent 
effort will do more than refine Rogers’ averages for the period covered 
remains to be seen 

After Sir William Beveridge had made a study of medieval wheat prices 
on the Winchester manors, he was brought into the joint enterprise being 
launched m America by Professor Edwin F Gay under the auspices of the 
Social Science Research Council and with the support of the Rockefeller 
Foundation This was an international study of prices in England, France, 
Germany, Austria, Holland, Spain, and the United States. Hamilton had 
already begun work on Spanish prices as Beveridge had on English A1 
though the results of this cooperative study vary in fullness and technical 
excellence, they have already brought the subject of price history to a 
higher level 

The work sponsored by Beveridge and largely done by others is sched- 
uled to appear in four volumes The first deals with the prices of supplies 
bought by institutions in or not far from London, chiefly during the 
period 1550-1830 The second will be made up of the prices of farm 
products during the period 1155-1550 The third, which will be most 
eagerly awaited by many, is to contain wheat prices, 1155-1937, and also 
wages The fourth is apparently to be a catch-all volume of reviews and 
appendices, decennial tables, tables of prices in silver equivalents, and 
index. 

The present volume, the first, is just a foretaste of what is to come. 
The prices of wax, straw, paper, hops, coal, meat, spices, cloth, naval 
stores, and so on, come from schools, hospitals, and supply departments 
of the government The many problems of weights, measures, qualities, 
and freight charges (included in prices) are dealt with, the exposition 
of difliculties and uncertainties is explicit and satisfying if not disarming 
Whether it would not have been sufficient to deposit this part of the 
material in the form of one typewritten copy in each of four great libraries 
in the world might be open to debate As an economic historian, how- 
ever, I should not like this, for it is just this exposition of difficulties that 
gets nearest to reality in the whole treatment of the subject. 

There are two principal types of actual price material presented The 
primary tables include annual averages for an institution or place in 
terms of shillings and decimal parts thereof The secondary tables are 
made up of annual price-relatives which are a percentage of the mean 
price for the basic period 1720-44 Thus, we note that not only are there 
few or no actual transactions recorded but there are no index numbers 
and none are contemplated in any of the four volumes. 
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The first volume of the four indicates that the work will be of greater 
value to the statistician than to the economist and of greater value to 
the economist than to the economic historian All scholars, however, will 
applaud the gradual completion of a work which embodies industry, 
accuracy, and technical competence 

N S B. Gras 

Harvard University 

Social and Economic History of Germany from William II to Hitler, 1888- 
1938: A Comparative Study, By W. F Bruck. (Cardiff Univ of 
Wales Press. 1938 Pp xv, 292. 12s. 6d ) 

This important book tries to combine the viewpoints of the historian, 
the sociologist and the economist, following Emil Lederer's statement, 
quoted as a motto, that "there is no economic history without the use of 
theoretical conceptions ” 

It is the leading idea of Professor Bruck*s book that "there has been a 
certain logical sequence in Prussian-German history In a nutshell, it was 
and is the expression of cameralism, the peculiar German type of mer- 
cantilism" (p XV ) While Great Britain shook off mercantilism in the 
eighteenth century in a steady development of liberal ideas, Germany's 
mercantilism developed into state socialism (p 26) Liberalism (used al- 
ways in the European meaning) was only of episodic significance in Ger- 
many, who was a late-comer in the world market, politically and eco- 
nomically weak, and obliged to economize her limited resources (p 43) 
There were only a few laissez-faire economists in Germany, but the in- 
fluence of Prussian mercantilism and the ideas of Marx were strong (p 48- 
49)* What there was of a liberalistic-capitalistic nature in the German eco- 
nomic development "was only a reflection of temporary circumstances", 
and the theories derived from that period were valid only as long as these 
circumstances prevailed (p 74) , Large-scale enterprise, cartels, the German 
banking system and the social reform are discussed as so many evidences 
for the state-socialist character of the German economy from 1888 to 1914, 
much in the same way as in the program of WirtschaftsdemokraUe which 
was the last important publication of the Gewerkschaftsbund in 1928 This 
document and the most interesting discussion following its publication 
have unfortunately not been used by Professor Bruck 

Germany's war-time economy of 1914-18 and its influence upon the 
post-war attempts of carrying through a program of socialization is used 
by Professor Bruck as further proof for the underlying thesis of the book 
This thesis does not succeed however, in explaining why "there was in 
reality very little desire for socialization" (p 154), in spite of the alleged 
permanent tendency toward state socialism and in spite of the strong pres- 
sure upon the Social Democratic Party to find something that could be 
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presented as socialism The complete failure of the state-socialist attempts 
under the Weimar Reich is certainly not compatible with Professor Bruck's 
main thesis Professor Bnick, not able to say anything in defense of his 
proposition, simply remarks that the Third Reich followed directly the 
model given by the Weimar Reich (p. 162), which is true only to a very 
limited degree 

The following discussion of recovery and crisis during the Weimar 
Reich IS weak and not without minor mistakes In chapter 4 on the Third 
Reich we find the correct statement that ‘‘despite some inconsistencies 
brought about by the emergency character of the economic system and the 
transitional state of economic affairs the strong note of a socialist 
planned economy is evident’^ (p 210). But when Professor Bruck points 
out that "the change from capitalist-entrepreneur . to a civil servant of 
industry marks no new event in German development" (p 211) we 
become again doubtful whether the author arrived at his correct conclusion 
through a real insight in the fundamentally changed character of the Ger- 
man economy under the Nazi regime, or whether he was simply extrapolat- 
ing his basic trend on the grounds of the thorough regimentation in Nazi 
Germany. 

There is no doubt that much can be said for Professor Bruck’s main 
thesis of the importance of mercantilist ideas m the German development — 
if it IS not overstated It explains many particulars of the German economy, 
but it certainly does not prove that state socialism was always the norm and 
liberalism only a short-lived exception It is on the contrary true that despite 
the 1918 revolution there was no important change in the fundamentally 
capitalist character of the German economy up to the Nazi regime Profes- 
sor Bruck does not consider that only the totalitarian economy can dispense 
with the more or less automatic regulation of the exchange economy through 
a reasonably free pricing process and that 1933 therefore marks the begin- 
ning of a new epoch which is only superficially similar to the period from 
1888 to 1932 Professor Bruck's one-sidedness is probably due to a mis- 
:onception of the capitalist- or exchange economy which he misinterprets 
is an economy of perfect and pure competition (c/. p 97). 

George N Halm 

Tufts College 

NEW BOOKS 

Bettelheim, C La plantficatton sovteUque, (Pans* Riviere 1939 Pp ii 335 
45 fr ) ^ ’ 

Dr Bettelheim spent several months m Russia on a special mission for the 
French Ministry of Education and studied conscientiously a vast mass of soviet 
statistics and literature in Russian He went over to Moscow with a spirit of 
admiration (con fiance admtrattve') and profound hope for thQ future of the 
soviet state. He returned considerably disillusioned. 
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Nevertheless he presents an impartial picture and a profound knowledge of 
the Russian planning system and technique and what this implies — namely, 
price policy, wages regulation, foreign trade, etc He points out many defects 
in the preparation and in the execution of the plans but is inclined to find an 
explanation of such defects in the somewhat nebulous “causes’* a much too 
low level of productive forces, the low level of the production technique, 
social fights and absence of a democracy 

As a seemingly ardent believer in the Marx-Engels idea of a general economic 
planning, Bettelheim is unable to concede that a compulsory general economic 
planning eliminating all private initiative is inevitably creating a monstrous 
Leviathan state 

M Bettelheim did not see Russia during the NEP period (1921-27) or else 
he would not make the assertion that it was a complete failure and that the 
soviet government turned to the five-year plan in a desperate disappointment 
over the NEP Just the opposite the soviet government was frightened by the 
great success of the laissez-faire policy and began to introduce various restric- 
tive measures on private trading (high discriminative taxes, actual prohibition 
of trade in agricultural commodities, etc , see the reviewer’s book The Eco- 
nomic Policy of Soviet Russia, p 6S ff )y fearing that the restoration of the 
bourgeois economy might undermine the faith in the superiority of socialism 

Paul Haensel 

Brailsford, H N Democracy for India, (London Fabian Society 1939 Pp 
15) 

Chuan-Hua, L Japan^s economic offensive in China (London Allen and 
Unwin 1939 Pp 179 7s 6d ) 

Dawes, C G Journal as ambassador to Great Britain (New York Macmillan 
1939 Pp IX, 442 $5 ) 

Diehl, K Der Einzelne und die Gemetnschaft ' Uberblick uber die wichtigsten 
Geselhchaftssysteme vom Altertum bis zur Gegenwart — Indwtdualismus, 
Kollektwisrnus, Universalismus (Jena Fischer 1940 Pp viii, 346 RM 16 ) 

VON Gadolin, C a J Die Volkswirtschaft Finnlands und ihre weltwirtschaft- 
lichen Verflechtungen in der Nachkriegszeit, Kieler Vortrage 60 (Jena 
Fischer 1939 Pp 24 ) 

Gras, N S B and Larson, H M Casebook in American business history (New 
York Crofts 1939 Pp viii, 765 $5 ) 

Harper, E A The English navigation laws' a seventeenth-century experiment 
in social engine eung (New York Columbia Univ Press 1939 Pp xiv, 503. 
$3 75 ) 

Heiss, F , editor Deutschland und der Korridor (Berlin Volk und Reich Verlag. 
1939 Pp 311 ) 

Hishida, S Japan among the great powers: a survey of her international relations. 
(New York Longmans Green 1940 Pp xv, 405 $3 50 ) 

Jones, C L Guatemala: past and present. (Minneapolis Univ of Minnesota 
Press 1940 Pp xii, 420 $5 ) 

Landon, C E Industrial geography (New York Prentice-Hall 1939 Pp 
xxviii, 811 $4) 

Industrial geography, the author states, is a division of the field of eco- 
nomic geography and deals especially with the geography of production in 
extractive, genetic, and manufacturing industries Commerce and tertiary indus- 
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tries remotely connected with natural environments receive scant attention 
Geographic and cultural determinants are explained for each industry, but 
descriptive material predominates 

For the United States the industrial-unit basis of treatment is used, for 
other nations, the country basis Attention is given to national economic prob- 
lems and the general dependence of territorial specialization upon inter- 
regional and international trade In the material on the United States, the con- 
servation of resources is given special emphasis Diagrams and other illustrative 
material are well balanced with textual discussion 

This volume seems best adapted for college students who are likely to have 
only one course in the general field of economic geography, though it may also 
be used for geography or foreign trade majors to follow or precede more 
technical courses 

Robert B Pettengill 

I.UNT, W, E Financial relations of the Papacy with England to 1327 Pubs of 
Mediaeval Acad no 33 (Cambridge Mediaeval Acad of America 1939 Pp 
XV, 759 $6 ) 

Lyon, L S , Watkins, M W and Abramson, V Government and economic 
life: development and current issues of American public policy. Vol I (Wash- 
ington Brookings Inst 1939 Pp xvi, 519 $3 ) 

McFerrin, J B Caldwell and Company a southern financial empire. (Chapel 
Hill Univ of North Carolina Press 1939 Pp x, 284 $3 50 ) 

Dr McFerrin’s volume is an extraordinarily competent, blow-by-blow account 
of the rise and fall of a financial empire Caldwell and Company — at the height 
of its success known as the "Morgan of the South" — came into prominence at 
the end of the war and crashed into an inglorious end in 1930 

In a short but active life, Caldwell and Company became an influential 
factor in various southern enterprises insurance, banking, industry and news- 
papers It controlled more than a half-billion dollars of assets , as a powerful 
holding company, it directed other holding and operating companies The 
fundamental cause of collapse was dishonesty or, in the author's more euphe- 
mistic language, failure to "exercise due restraint in the use of other people's 
money" (p 246). 

One can hardly quarrel with Dr McFerrin's suggestion that, m the absence 
of competition, eflPective government regulation of investment banks is neces- 
sary What constitutes effective regulation is not indicated and perhaps need 
not be in an institutional study limited to a single financial house 

Harry Henig 

Manniche, P Denmark a social laboratory: independent farmers, co-operative 
societies; folk high schools; social legislation (Copenhagen Gad New York 
Oxford Univ Press 1939. Pp 215 $1 25 ) 

Morris, R B , editor The era of the American Revolution • studies inscribed to 
Evarts Boutell Greene. (New York* Columbia Univ Press 1939 Pp. xi, 415 
$3 75 ) 

Contains articles on "The effect of the Navigation acts on the thirteen 
colonies" by Lawrence A Harper, "Labor and mercantilism in the revolutionary 
era" by Richard B Morns 
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Myers, G The ending of hereditary American fortunes. (New York Messner 
1939 Pp 401 $3 50 ) 

Quaranta, F Ethiopia: an empire in the making. (London P. S King 1939. 
Pp, XX, 120 7s 6d ) 

Treats of agricultural and economic development A survey of the methods 
which Italy is using in developing the country. 

Raushenbush, S The march of fascism (New Haven Yale Univ Press 1939 
Pp 355 $3) 

Mr Raushenbush’s thoughtful book deserves many readers The details of 
his story are by now fairly well known, but they are decidedly worth telling 
again, and telling in the whole For his aim is something more than to describe 
the rise of the fascist dictatorships in Europe and their challenge to the tradi- 
tional world of liberalism It is to remind us that many of the forces under- 
lying fascism are also at work in America ''Where unemployment is wide- 
spread, where millions have little hope of a decent life, where words like 
'Liberty’ can no longer be connected with a steady job and some sort of future, 
where the liberal parties have only words and the appeal to history — there is 
the soil of fascism Democracy means more than political formulae If it 
cannot be brought down to the earth of common men, giving them security 
and a vital part in the community’s affairs, then democratic ideals must lose their 
mass support Mr. Raushenbush believes that, fortunately, we still have in 
America a big reserve of social strength which gives us time to conquer the 
menacing forces But the time is not infinite We must act now to put reality 
into the avowals of democracy, and we must do it on our home front. The 
task requires a strong state, but one whose strength is rooted in the people 

Carl T. Schmidt 

Reinhardt, C W An outline of Roman history • constitutional-economic-social 
(St Louis B Herder 1939 Pp 287. $2 ) 

Satterlee, H L / Pierpont Morgan: an intimate portrait. (New York. Mac- 
millan 1939 Pp 611 $3 75.) 

Senior, C Mexico in transition Pamph. ser , vol vi, no 9 (New York League 
for Industrial Democracy 1939. Pp. 54. 15c ) 

Silberner, E La guerre dans la pensee economique du XVI ^ au XVIIP sikle 
Tome VII. (Pans Recueil Sirey 1939 Pp v, 301. 70 fr.) 

Starkey, O. P The economic geography of Barbados • a study of the relation- 
ships between environmental variations and economic development (New 
York- Columbia Univ Press 1939. Pp xii, 228 $3 ) 

Stevens, H. R The Ohio Bridge. (Cincinnati Ruter Press 1939 Pp xiii, 213 ) 
Thomas, N and Seidman, J Russia — democracy or dictatorship? (New York 
League for Industrial Democracy 1939 Pp 71 75c) 

Walker, E R , assisted by Anderson, T> L The Tasmanian economy in 1938- 
39: a survey prepared on behalf of the State Finance Committee Stud of the 
Tasmanian econ no 9 (Hobart* Govt Printer 1939 Pp vii. 47 ) 

Wells, R G and Perkins, J S , compilers New England community statistical 
abstracts: social and economic data for 173 New England cities and towns 
Prepared for the Industrial Development Committee of the New England 
Council. (Boston: Boston Univ Bur. of Bus Res 1939 Pp. 368. $3 50 ) 
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White, W. A. The changing West: an economic theory about our golden age, 
(New York Macmillan. 1939. Pp. vii, 144. $1.50 ) 

The general thesis of Mr White’s book is that "the West became what it 
was because of a vast increment of wealth from the rising price of the virgin 
land of the 24 states that were erected beyond our western colonial border in 
the nineteenth century," and that it is the decline of this increment which has 
brought much of the farmers’ distress Doubtless most economists would agree 
that this increment has been a very significant factor in the West, but would 
insist that the rise and decline of increment was generally a result rather than 
a cause of underlying economic changes Mr White’s book is, however, much 
more than an analysis of the results of the rise and decline of the increment, as 
he modestly states it His book is an analysis of the various changes that have 
come to the agrarian, middle-class West — changes in religious, intellectual, 
social and political ideals, as well as in economic circumstances And, finally, it is 
an analysis of the forces working to undermine our democracy Covering so wide 
a field, the author inevitably comes to some conclusions which will be ques- 
tioned ; but the great Emporia editor knows his West as few men know it, and 
his book IS replete with wise and penetrating observations While he sees the 
seriousness of the situation that has developed since the World War, he is not 
hopeless of democracy, but believes that the democratic process "awkward, 
slu^ish, often sadly wasteful, and sometimes corrupt despite our ideals" may 
findsolutions for our problems, because "people in the long run have sense " 

J ISE 

Whittlesey, D. The earth and the state: a study of political geography. (New 
York Holt. 1939 Pp xvii, 618 $3 75 ) 

Zeitler, R and Mewes, B Statistisches Jahrbuch deutscher Gemeinden, 34. Jrg , 
Lief 2 (Jena* Fischer 1940 ) 

Anuario estadistico, 1938, (Mexico DAPP 1939 Pp xi, 302 ) 

The business and financial record of World War years, (New York* Seibert 
1939. Pp 427 $6 ) 

Economic and industrial survey of New Haven, Connecticut (New Haven New 
Haven Chamber of Commerce 1939 Pp. 113 $2 ) 

Among the topics discussed are population, industrial development, non- 
employment, consumer purchasing power, trade, banking, and transportation 
facilities In addition to the text are maps, charts and statistical tables 

Fascist era year XVII (28th Oct 19 38-27 th Oct, 1939). (Rome Fascist Confed 
of Industrialists 1939 Pp 212 ) 

The northern lakes states region, (Washington Nat. Resources Committee. 1939. 
Pp 35. 10c.) 

Statistical abstract of Palestine, 1939 (Jerusalem. Govt Printer 1939. Pp. xxi, 
181. 4s.) 

Statistical year-book of the League of Nations, 1938-39. (Geneva League of Na- 
tions New York Columbia Univ. Press. 1939 Pp. 330. $2.50 ) 

Contains many new statistical tables relating to mortality by sex and by age 
groups; to fertility and reproduction rates, to meat production; to rayon 
and staple fiber production, and to indexes of industrial production 

J C. Rocca 
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The structure of American economy. Part I Baste characteristics Report prepared 
by the Industrial Section under the direction of Gardiner C Means. (Wash- 
ington Supt. Docs 1939 Pp. vii, 396 $1 ) 

World economic survey, eighth year, 1938-39 (Geneva League of Nations. 
New York* Columbia Univ Press 1939 Pp. 247. $1 50 ) 

The eighth issue of this annual survey contains a new and interesting chapter 
on the economic effects of war rearmament and territorial changes. 

J C. Rocca 

Agriculture, Mining, Forestry, and Fisheries 

The Agricultural Industries, By Dean W. Malott and Boyce F. Martin. 

(New York McGraw-Hill 1939. Pp. viii, 483 $4 00 ) 

The authors, members of the faculty of the Harvard Business School, set 
out "to present the business aspects of purchasing, processing, financing, 
and marketing the chief agricultural raw materials entering into American 
industry and commerce, and to analyze the business problems peculiar to 
these industries . . ” (p. v). The scope of an "agricultural industry," as 
they use the phrase, is exceedingly broad They begin by correctly observing 
(pi) that "much attention has been paid to the problems of the farmers, 
but seldom has this interest extended to the importance of the handlers and 
the processors of agricultural commodities and their relation to the products 
sold ” After a brief discussion of the distinctive features of the agricul- 
tural processing industries in comparison with other strictly manufacturing 
industries, they plunge into a detailed discussion of seven principal groups 
of "agricultural industries " This term then takes on the broader scope of 
production as well as of processing and distribution 

The reader who is already fairly well acquainted with the production and 
marketing channels of the main agricultural products will probably feel, 
with the reviewer, that the authors would have made a far greater contri- 
bution if they had confined themselves to a more careful analysis of the 
narrower field of processing alone, where much certainly yet needs to be 
done As it is, a very important part of the book is of necessity merely 
repetition of materials already adequately covered in some of the better 
agricultural marketing textbooks, at the expense of a more careful analysis 
of the processing "bottleneck" in the movement from farm to consumer 
where concentration of control is most marked 

The seven "industries" covered include the dairy industry, livestock and 
meat-packing, cotton and cotton textiles, grain, sugar, tobacco, and wool 
and woolens All seven sections follow a rather uniform pattern, describing 
production of the raw material, its assembly, financing, and processing, and 
the distribution to the consumer of the finished product. Each section also 
contains a brief discussion of government control and concludes with an 
all-too-brief appraisal of current problems in the given industry. 
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The dairy industry is inadequately treated, especially for products other 
than fluid milk. So broad is the ground covered that very little insight is 
given into the operating problems of the leading dairy products distributors 
The authors, in pressing the point of view that both producers and proces- 
sors need to recognize their basic identity of interests (c/. p 458), argue 
none too convincingly (p. 54) that '’the majority of successful distributors 
are those who have the farmers’ interest at heart, and are eager to pay as 
high a price as possible in order to obtain milk which meets with their 
quality standards.” A somewhat more analytical approach might have elimi- 
nated such ’’window dressing ” 

Similarly, the constancy of the leading packers’ purchase percentages in 
buying livestock is virtually dismissed in a footnote (p 109, 125), the 
authors presenting the theoretically naive argument that ’’the necessity 
of using the plant and equipment as much as possible to reduce overhead 
costs makes it important for the packers to maintain their position in the 
market, otherwise another packer might secure a competitive advantage by 
operating at a higher capacity and thus securing lower unit costs ” The 
imperfections in the competitive structure introduced by such oligopoly 
situations as are common in the agricultural processing industries are not 
mentioned. 

Again, the authors ignore recent economic theory by arguing (p 354) 
that ’’the huge volume of advertising sponsored by the major cigarette 
manufacturers would seem to indicate that a state of intense competition 
exists among them. It is surprising, therefore, to hear complaints of mo- 
nopoly and collusion ” Finally, the authors find ’’overcapacity” in a number 
of the leading processing industries, but present little or no analysis show- 
ing to what extent the price and production policies of the firms in these 
industries brought this about. While there is nowadays a tendency among 
economists to see a monopolist behind every tree, the authors seem to be 
open to criticism because they cannot even see the trees, so broad in scope 
are their eflForts 

William H Nicholls 

Iowa State College 

Agriculture tn the Twentieth Century, Essays on Research^ Practice and 
Organization to Be Presented to Sir Daniel Hall, By A. W. Ashby 
and Others. (New York Oxford Univ. Press 1939. Pp x, 440. 
$5.00 ) 

As stated in its preface, ’’this volume of essays has been planned to cover 
the more important developments, scientific, technical, and administrative, 
during the years in which Sir Daniel Hall has been a leader in the world of 
British agriculture.” The fifteen essays by as many authors cover a wide 
range of subjects Among those concerned with economic aspects are *'Agri- 



1940] Agriculture, Mining, Forestry, and Fisheries 149 

culture and the civil service** by H. E Dale; ''Agriculture and the state** 
by J. A. Venn; "Agricultural conditions and policies, 1910-38’* by A W 
Ashby; and "The farmer’s business’* by C. S Orwin. 

The essay by Mr Dale is a review of governmental organization devoted 
to agricultural questions and of recruiting of personnel for such work Dr 
Venn considers briefly governmental policies with respect to agriculture, 
giving particular attention to the post-war. He brings out some illuminating 
comparisons between recent programs and those of earlier days Professor 
Ashby’s appraisal of British agricultural policy since 1910 is of particular 
interest to anyone concerned with agricultural policy Those who advocate 
settlement of unemployed on the land might well note his conclusion with 
respect to small holdings in England that "until the experience of 1919- 
26 is forgotten the state is not likely to indulge in any campaign for a rapid 
increase in their numbers’* (p 67). Another observation which may well 
be mulled over in this country is that "it will be a sorry day for British 
agriculture when, in a state retaining its essentially capitalist character, it 
depends much more upon subsidies (or whatever they may be called) than 
it does today Society and the state are not in the habit of paying paupers 
at rates which do not leave them substantially in the position of paupers in 
relation to the rest of the community’* (p 85) 

Mr Orwin’s discussion draws mainly upon his field of special interest, 
farm management It includes an excellent statement of the characteristics 
of farming as a business He points out the place of research in the formu- 
lation of agricultural policy even though "policy is determined, often, more 
by political expediency than by economics’’ (p 142). He uses research 
on the size of the farm unit as an illustration and concludes that "a na- 
tional land policy which is designed to promote closer settlement must be 
justified by political rather than economic considerations’* (p 145). 

Sir E John Russell, who succeeded Sir Daniel Hall as director at the 
Rothamsted Experiment Station, in his essay on "Soil science in England’’ 
relates how the statistician, R. A. Fisher, became associated with the work 
of that institution Under the leadership of his predecessors, extensive data 
had been assembled from experimentation and observation These data 
were found suited to statistical analysis and the task was assigned to Mr. 
Fisher with results which have modified technical research procedure and 
attracted the attention of statistical workers generally 

J A Hanley in an essay on "Agricultural education in college and 
county** reviews the development of agricultural education One interesting 
point brought out is that a professorship in rural economy was established 
at Oxford as early as 1796 An essay by Sir John Boyd Orr on "Agricul- 
ture and national health’* is suggestive of the increasing attention being 
given to improvements in nutrition as a way of aiding agriculture. Sir R. 
George Stapledon’s essay on "Grassland** deals with a phase of land use 
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which IS receiving much consideration This and the other essays, however, 
are concerned more with technical than with economic problems This book 
IS well worth the time of those who are interested in agricultural develop- 
ment and progress. 

O. B Jesness 

Umverstty of Minnesota 


NEW BOOKS 

Abrams, C Revolution m land (New York Harper 1939 Pp xiv, 320 $3 ) 

This book offers a contribution to economic theory in dethroning land as the 
chief claimant in the distribution of wealth as set forth by Ricardo and his 
followers Two stimulating chapters discuss the evolution of the economics of 
land from the Physiocrats to Marx, Henry George and Veblen and end with the 
observation that as far as land is concerned "the study of economic theory, 
orthodox and unorthodox, ends in disappointment Since Henry George 
there has, in fact, been little serious fundamental theorizing on land economics, 
though much invaluable work has been done on zoning, housing, conservation, 
and other practical applications" (p 188) The author’s own version is that 
with the development of modern industrial economy "land has become the 
heritage of the underprivileged," nominally owned in small tracts by millions 
of farmers and urban home owners The general property tax weighs heavily 
upon the small land owners, rural and urban, placing a burden upon them all 
out of line with the ability to pay and forcing over-development and premature 
land uses 

The submergence of the farm under a dual price system — "monopolized" 
industrial prices and prices arrived at under fierce competition of farmers — is 
traced. The uneven distribution of wealth is held to be primarily responsible 
for rural tenancy and the mortgage encumbrance of farms and urban homes is 
given a prominent place The 25 billion dollars of mortgages held by institu- 
tional lenders give unusual economic power to these mortgage holders (p. 
113) 

A chapter is devoted to the New Deal agencies concerned with land in which 
the author examines the constantly growing financial investments of the federal 
government in land Up to March, 1939, the federal government had spent 6 4 
billion dollars for "land relief" through the various alphabet agencies from 
HOLC to AAA and "still the land lies prostrate" (p 264) His solution 
consists of a number of suggestions for improvement of taxation, mortgage re- 
form and better appraisals for immediate action but the ultimate solution is 
land nationalization with the part left for private ownership not well defined 
The reason for this drastic step is not to curb speculation (which he considers 
of minor importance) or the taking of economic rent for public purposes but 
because "socialization of profits has given way to socialization of losses" (p. 
284). He also suggests greater social control over land, more planning, ac- 
companied by the expansion of the powers of the federal government, including 
land taxation, but with no undue and unbalanced concentration of power in 
Washington. 


George S. Wehrwein 
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Astor, W. a and Rountree, B. S. British agriculture ' the principles of future 
policy Newed Pelican spec (New York* Penguin Books. 1939 Pp 284 25c.) 

Baker, O E , Borsodi, R and Wilson, M L Agriculture in modern life. (New 
York: Harper. 1939. Pp vii, 303 $3 50 ) 

The authors writing independent essays have presented here their views on 
the ailments of rural life in our modern world Each view is to a large degree 
unique, but has been expressed fr^uently enough elsewhere to be associated 
with the author This should be sufficient warning that they do not meet ready 
acceptance by many agricultural economists 

Mr Baker presents the longest of the essays He is a Malthusian in reverse, 
and IS genuinely alarmed over the declining rate of population growth, the 
various phases of which he demonstrates with an imposing array of data The 
city and its way of life is by implication chiefly at fault The cities fail to main- 
tain their population from their own stock and attract a constant stream of rural 
youth whose cost of rearing is borne by the country Moreover, this process 
accelerates a transfer of land and agricultural wealth into absentee city land- 
lord's hands and increases tenancy in the country Mr. Baker appears to believe 
that the higher reproductive rate in the country is indicative of more sound 
fundamental values in that life than in city life He is sure that ways must be 
found to maintain more of our population in rural life, even at the expense of 
smaller farms, if we are to prosper or even to avoid political and social disaster 
Mr Borsodi believes that the difficulty with agriculture is that we have tried 
to make a business enterprise out of what is essentially a way of life His solu- 
tion for the farmer would be to think less about making money and selling in 
the market and to produce more goods for home consumption and do more 
things for himself We need in short to build up a more self-sufficing type 
of agriculture Mr Borsodi rightly points out that a large share of agriculture 
has never been other than of this type, but he would have difficulty in demon- 
strating that this is the best and most satisfying part of farm life It is more 
probable that many of these self-sufficing farmers look with envy at their more 
commercial neighbors and would emulate them if possible 

Mr Wilson brings to his discussion a background of vigorous farm work in 
early years on an Iowa farm and a long period of active extension work with 
farmers in Montana His memory is too vivid to swallow the proposals of a 
return to the good old days of self-sufficiency He recognizes advantages in 
electric lights, automobiles, radios and telephones and contrasts the present life 
on many farms with the lack of physical comforts and exhausting toil of the 
old days He would maintain that we cannot turn back but must adapt what is 
good of the new to the enduring values of the old In the closing chapter he 
outlines his own philosophy which has come to underlie much of the New Deal 
agricultural program. 

Warren C Waite 

Bennett, M K Wheat and war, 1914-18 and now Wheat studies, vol xvi, no. 
3 (Stanford University, Calif • Food Research Inst 1939 Pp 67-112. $1 ) 

Davis, J 8 The world wheat situation, 1938-59: a review of the crop year 
Wheat studies, vol. xvi, no 4. (Stanford University, Calif * Food Research 
Inst. 1939 Pp 113-203 $1.25.) 

Edwards, E. E. A guide for courses in the history of American agriculture 
Bibliog. contrib. no 35 (Washington: U S Dept, of Agric. Library. 1939 
Pp viii, 192.) 
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Farnsworth, H C *'World” wheat stocks 1890-1914 and 1922-39 Wheat 
studies, vol. XVI, no 2. (Stanford University, Qlif Food Research Inst. 1939 
Pp. 39-66. 75c.) 

Gorham, H. M. My memories of the Comstock (Los Angeles Sutton House 
1939. Pp. 222 $2 50.) 

The significance of the Comstock Lode in American mining history is unique. 
Some few titles have appeared on the subject in the last five years Mr Gor- 
ham’s small but informative volume contains much for the student interested in 
the later period of the Lode’s development Residing in Virginia City and being 
in intimate association with all important personalities, the author has tabu- 
lated many important incidents not to be found elsewhere 

Cecil G Tilton 

Henderson, H D Colonies and raw materials Pamph on world affairs no 7 
(New York Farrar and Rinehart. 1939 Pp. 31 15c ) 

Hotchkiss, W E , and others Mechanization, employment, and output per man 
in bitummous-coal mining, Vols I and II Rep no. E-9 (Philadelphia* WPA, 
Nat Res Project 1939 Pp xxx, 175, 176-436 ) 

Hubbard, L E. The economics of soviet agriculture. (London and New York 
Macmillan 1939 Pp xii, 316 $4 ) 

Jones, J H, Cartwright, G and Guenault, P H The coal-mming indus- 
try (London Pitman 1939 Pp vii, 382. l6s ) 

Kingston, J A lei estatistica da demanda do cafe (Rio de Janeiro Servi^o de 
Publicidade Agricola 1939 Pp 75 ) 

Leao, j Mines and minerals in Brazil (Rio de Janeiro Centro de Estudos 
Economicos Pp 243. $1 ) 

Lively, C E and Taeuber, C Rural migration in the United States Res monog 
xix. (Washington Supt Docs 1939 Pp. xxi, 192 ) 

McPhee, D G a business approach to farm surpluses. (Washington Nat 
Assoc of Food Chains 1939 Pp 80 Gratis ) 

Myers, W. M Problems and trends in the mineral industries of Pennsylvania 
Exp Sta bull 27 (State College, Pa : Pennsylvania State Coll, School of 
Mineral Ind 1939 Pp 91 50c ) 

Parera, M F and Palau, A Diferenciacwn de las variedades de trigo por sus 
caracteristicas de gluma y grano. Pub no 42 (Buenos Aires Comisi6n Na- 
cional de Granos y Elevadores 1939 Pp 198 ) 

Roush, G A Mineral industry, 1938. Vol 47. (New York McGraw-Hill 1939 
Pp 783 $12 ) 

SCHILLETTER, J C , Elwood, R B and Knowlton, H E Changes in tech- 
nology and labor requirements in crop production * vegetables Rep no A- 12 
(Philadelphia* WPA, Nat Res. Project 1939 Pp xiv, 131 ) 
Shollenberger, j. H and Castiglioni, J, M Estudio sobre el trigo molido por 
moltnos argentinos en el aho agrtcola 1937-38 Pub no 40 (Buenos Aires 
Comision Nacional de Granos y Elevadores 1939 Pp 100.) 

Vandercook, j W King Cane: the story of sugar in Hawaii (New York Har- 
per 1939 Pp xii, 192 $2 50.) 

Vreeland, F M and Fitzgerald, E J Farm-city migration and industry s labor 
reserve. Rep. no. L-7 (Philadelphia* WPA, Nat Res Project 1939 Pp xii, 
67.) 

Warner, C A Texas oil and gas smce 1545. (Houston Gulf Pub Co 1939 Pp 
494. 15 ) 
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Agricultural statistics, 1939 (Washington Supt Docs. 1939. Pp 597. 60c.) 

Agriculture m the twentieth century: essays on research, practice, and organization 
to be presented to Sir Darnel Hall, (New York Oxford 1939 Pp 450 $5.) 

Combines Investigation act * investigation into an alleged combine of wholesalers 
and shippers of fruits and vegetables tn western Canada. Rep of Commissioner, 
Oct 31, 1939 (Ottawa Dept of Labour 1939 Pp 91 25c.) 

Cost of living in the cooperative villages. (Tel- Aviv Audit Union of the Agnc. 
Coop Soc. 1939 Pp. 15 ) 

Documentation for the European conference on rural life, 1939 (Rome Internal 
Inst of Agric 1939 Pp 370 L 25 ) 

Economic power: hearings, 76th Congress, 1st session, authorizing and directing 
a select committee to make a full and complete study and investigation with 
respect to the concentration of economic power m, and financial control over, 
production and distribution of goods and services. Part 7. Milk industry, poul- 
try industry. (Washington Supt Docs 1939 Pp 2751-3282. 75c ) 

Grain trade year book, 1938-39. (Winnipeg ‘ Sanford Evans Stat Serv. 1939 
$1 50) 

Memoria correspondiente al ano 1938 (Buenos Aires* Junta Reguladora de Vinos 
1939. Pp 192.) 

Our energy resources (Washington Nat Resources Committee 1939 Pp 42. 
10c ) 

Report of the Secretary of Agriculture, 1939. (Washington* Supt Docs 1939 
Pp IV, 169 ) 

La standardizaciSn del tngo en Australia Pub no 43 (Buenos Aires Comlsi6n 
Nacional de Granos y Elevadores 1939 Pp 96 ) 

A survey of research in forest land ownership. Report of Special Committee on 
Research in Forest Economics (New York. Social Sci Res Council 1939 
Pp. 93 60c ) 


Manufacturing Industries 

NEW BOOKS 

Chute, A H Marketing burned-clay products, including an analysts of location, 
importance and development of the industry (Columbus Ohio State Univ. 
1939 Pp XX, 374 ) 

Lynsky, M Supplement: sugar economics, statistics, and documents. (New 
York U. S Cane Sugar Refiners’ Assoc. 1939 Pp xiv, 206-426 $1 ) 

The original volume was noted in the Review of June, 1939 (p 573) The 
Supplement contains additional data, bringing the subject matter up to date It 
includes statistical tables, reproduction of documents, and appendices 

McNeill, C E and Jones, H F Nebraskans electric power development in rela- 
tion to municipal service Nebraska stud, in bus no 44 (Lincoln* Univ of 
Nebraska Coll of Bus. Admin 1939 Pp 88 ) 

Robinson, H W economics of building. (London* P S. King 1939 Pp 
xii, 162 10s. 6d ) 

After a convenient description of the organization of the building industry, 
the author constructs a theoretical schema, first imder stationary and then 
under dynamic conditions Population movements are considered in their van- 
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ous aspects followed by an investigation into the effects of the different types of 
demand for and supply of houses. Rents are determined by the interplay of the 
demand and supply schedules for occupation , house prices, however, are affected 
only by demand for ownership 

Wolfgang F Stolper 

Earnings and hours m the meat- packing industry, 1957. (Washington Supt. Docs 
1939 Pp 31 ) 

The leather industry of the United States (Washington Supt Docs 1939 Pp 
12. 5c) 

Price research in the steel and petroleum industries Prepared for the Conf on 
Price Res Price stud no 3 (New York. Nat Bur of Econ Res 1939 Pp 
xiii, 170 $2 ) 

Textile markets their structure in relation to price research. Rep of Committee 
on Textile Price Res to the Conf on Price Res Price stud no 2 (New York. 
Nat Bur of Econ Res 1939 Pp xx, 266 $3 ) 


Transportation and Communication 

NEW BOOKS 

Duncan, C S The answer to highway propaganda. (Washington Assoc of 
Am Railroads 1939 Pp 20 Gratis ) 

Gormley, M J Railway capacity and traffic control (Washington Assoc of 
Am Railroads 1939 Pp 63 ) 

Parmelee, ] H The modem railway (New York Longmans Green 1940 
Pp XIV, 730 $4 ) 

Rankin, E R , compiler Government ownership and operation of the railroads, 
debate handbook Ext bull, vol 19, no 2 (Chapel Hill* Univ of North 
Carolina Press 1939 Pp 110 50c) 

Summers, Y P The Baltimore & Ohio in the Civil War (New York Putnam 
1939. Pp 304. $3 ) 

Summers, H B and Summers, R E, compilers The railroads' government 
ownership in practice (New York Wilson 1940 Pp 139 ) 

Investigation of railroads, holding companies, and affiliated companies Parts 20- 
21. (Washington Supt Docs 1939 Pp xxi, 8569-9064a, xxiii , xxxiv, 9065- 
9552, xxviii ) 

A yearbook of railroad information 1939 ed (New York Committee on Public 
Rel of the Eastern Railroads 1939 Pp 96 ) 


Trade, Commerce, and Commercial Crises 

Turning Points m Business Cycles. By Leonard P. Ayres. (New York 
Macmillan 1939 Pp xiii, 214. $2.75.) 

In this book Colonel Ayres makes contributions of a statistical as well 
as an economic character. The statistical contribution consists of two new 
series displaying listings of American corporate securities No compilation 
on this subject has hitherto been available with respect to the period before 
1906; the new series in this book carries our information back to 1863. 
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The new data on security issues cover only listings on the New York 
Stock Exchange. Data for the years 1863-1881 cover only bonds; but, 
starting with 1882, listings of corporate stocks are also presented Separa- 
tion of refunding issues from those for new capital proved to be impossible; 
but the securities issued for property were eliminated. Securities issued by 
financial corporations, by governments and by foreign obligors were also 
eliminated The purpose of the new series is to measure the flow of invest- 
ment money into American corporations Monthly totals of actual sales 
prices, rather than par values, are reported (Appendix A) 

The economic contribution made by this volume is to describe one line 
of causation of cyclical fluctuations, and to demonstrate the importance 
of the causes thus described To explain the theory which Colonel Ayres 
thus presents, it is convenient to divide our business history into two parts* 
the period prior to the federal reserve system and the period since 1913 
In both periods the volume of business has been controlled chiefly by the 
flow of new money derived from the issue of securities The controlling 
factor is the total volume of new issues, not the amount of debt created 
(p 127) Business follows total new issues with a normal lag of 4 to 
6 months (p 67). 

Securities are issued by governments as well as by business Business 
corporations cannot readily be financed when the security markets are fall- 
ing (p 162). Stock prices normally follow bond prices, (p 65) The 
volume of security issues follows both with characteristic lags 

Short-term interest rates have but little direct effect on the volume of 
business (pp 116-118), but rates of bank interest exert great indirect 
effect through the prices of securities Peak prices of bonds tend to occur 
about 6 months after the low point in commercial interest rates, and the 
lowest level of bond prices occurs normally about 3 months after commercial 
interest rates have reached their peak 

Before the establishment of reserve banks, the rates of commercial in- 
terest were a function of the reserve ratios of banks. Reserve ratios are 
affected by variations of deposits as well as by variations in the amount of 
cash held by banks, but the latter element is more significant. The record of 
the years 1831-1914 reveals therefore a pattern of business cycles remarkably 
uniform It was a period in which the length of business cycles was con- 
trolled substantially by the speed with which cash flowed out of banks in re- 
sponse to business expansion and back into the banks as business contracted 
Developments in Europe and government activity here played a subor- 
dinate role in business cycles before 1914 Since that date only one cycle, 
that from 1921 to 1924, has followed the normal pattern (p 147). 
Elasticity of credit under the federal reserve system permitted capital issues 
to expand continuously from 1923 to 1929 Since 1933 the volume of 
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business has been simply a function of the preceding volume of federal 
debt creation (p. 150). 

The central thesis of this work and its method may both be revealed by 
one quotation (p. 169) '*In the entire long period up to 1933 there is 
no instance in which the flow of new funds from security issues shows an 
important decline without that development being followed by a downturn 
of business activity, nor is there any instance of the issues showing an im- 
portant advance that was not promptly accompanied and followed by busi- 
ness recovery and prosperity/' 

Donald S. Tucker 

Massachusetts Institute of Technology 


The Canadian Balance of International Payments: A Study of Methods and 
Results, (Ottawa- Dominion Bur of Statistics 1939. Pp. 251. $1 00.) 

This significant publication is a detailed analysis of Canada's balance of 
payments, and is a welcome companion to the study of the United States 
balance of payments published annually by the Bureau of Foreign and 
Domestic Commerce The volume represents several years' effort, and 
was prepared by Herbert Marshall, chief of the Internal Trade Branch of 
the Bureau of Statistics, with the assistance of C D Blyth It covers Can- 
ada's foreign transactions for the years 1926 through 1937, and endeavors 
to build up factual data to replace the estimates on which the earlier state- 
ments of Canada's balance of payments were based 

The first 172 pages consist of textual discussion, while pages 173 to 245 
contain statistical tables The study has three main divisions Chapters 3 
to 7 deal with international indebtedness, that is, Canadian investments 
abroad and foreign investments in Canada The next seven chapters deal 
with current accounts, "debits and credits arising through international 
transactions in goods and services for the calendar year." The following six 
chapters deal with current capital account, analyzing the year's capital 
movements inward and outward. 

The difliculties of evaluating foreign investments in Canada were settled 
in favor of utilizing the "capital employed" figures compiled annually 
by the Census of Industry, which approximate book values The fig- 
ures "attempt to show the amount which could be paid to outsiders if all 
government bonds were paid oS at par and if corporations could all be 
liquidated at the present worth as shown by the Census of Industry's capi- 
tal employed figures " Since these figures reflect internal economic fluctua- 
tions and the plowing back of earnings they "cannot be used as a basis for 
ascertaining the inflow and outflow each year of investments in Canadian 
industry by outsiders." For capital inflow and outflow a separate inquirv 
was made. 
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The authors argue against market values as being subject to erratic fluc- 
tuations. "The problem is to put the most reasonable valuation on the 
totality of international indebtedness." In discarding market values they 
attempt to improve upon this type of valuation Statistical difiiculties may 
militate against compiling figures of market values, but on theoretical 
grounds the use of any other value is open to challenge If the capital in 
question is to be withdrawn, the market value is the significant amount 
It IS the value which tends to exclude errors of judgment of entrepreneurs 
and which allows for changes in the rate of capitalization 

The final balance sheets show that Canada regularly has had a net 
deficit in her goods and services trade with the United States, with the 
exception of the year 1935 when a slight credit was registered With the 
entire world, however, Canada has since 1933 had a net surplus in her 
goods and services trade. A net inflow of capital from the United States 
took place from 1927 through 1932; since that year a net outflow to the 
United States has regularly taken place. Capital movements with the entire 
world during these years were somewhat similar to those with the United 
States 

At the end of 1937, out of total foreign investments in Canada of 
$6,765,000,000 the United States had $3,932,000,000 and Great Britain 
$2,685,000,000. The largest item in Britain’s investments there was rail- 
ways; the largest item of American investments was government and munici- 
pal bonds. Canada’s investments abroad totaled $1,758,000,000, making 
the country a net debtor 

Canada is to be congratulated upon this careful statistical analysis of the 
country’s balance of international payments It would be well if other lead- 
ing countries would follow her excellent example. 

John Parke Young 

Occidental College 


NEW BOOKS 

Baudin, L Free trade and peace, (Pans Internat Inst of Intellectual Coop New 
York- Columbia Univ. Press. 1939 Pp 87. 75c ) 

Bidwell, P. W The invisible tariff, a study of the control of imports into the 
United States. Prepared under the auspices of the Am Coord. Committee for 
Internat Stud. (New York Council on Foreign Relations. 1939 Pp ix, 286 
$2 50 ) 

This book presents a painstaking, comprehensive study of the various devices 
which in addition to the tariff have been used in order to make it difficult and 
at times impossible for foreign goods to enter this country 
In the first part of the volume Professor Bidwell takes up customs regula- 
tions and formalities, measures adopted for the prevention of unfair competi- 
tion, countervailing and anti-dumping duties, "flexible” provisions of our post- 
war tariffs, import quotas and our Trade Agreements Program , the second part 
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of the book deals with measures which have been passed in order to protect 
public health and morals, to insure public safety and to prevent the importation 
of diseased plants, animals and animal products. As the author points out, the 
ever growing extension of the non-tariff control measures over imports has 
been in many instances a necessary corollary of increasing regulation of domes- 
tic trade both by the states and by the federal government While ostensibly 
many of these measures are of a police character or invoke sanitary considera- 
tions, in reality they have been used as instruments of economic protection, 
doing It more effectively than it can be accomplished by means of customs 
duties. 

The reviewer appreciates Professor Bidwell’s point of view, but he does not 
share his alarm concerning the growing power of the executive to deal with 
foreign-trade problems, which, according to the author, is inconsistent with 
our democratic form of government, he sees the danger in using economic 
sanctions against "the aggressive and seemingly ( ^) lawless policies of the 
so-called (^) dictator states" (p 19, the question marks are the reviewer’s), 
because their use may lead to war But according to Mr Bidwell, to meet the 
conditions created by totalitarian states "economic sanctions by congressional 
action would be difficult, probably impossible" , thus he is apparently in favor 
of doing nothing because the doing may have political implications 

While objections to some of the "invisible" tariff measures so well described 
by Professor Bidwell may be justified and while it is true that lobbying, log- 
rolling and other undesirable practices have characterised the enactment of our 
tariffs, one may question the correctness of the author’s opinion that the dele- 
gation of the tariff-making authority to the executive in the "flexible" provi- 
sions of the acts of 1922 and 1930 and in the Trade Agreements Program 
inaugurated in 1934 may be regarded as manifestations of the inability and 
unwillingness of the Congress to deal with tariff problems honestly and effec- 
tively (p 12) Whatever may have been the origin of the piling up of trade 
barriers by various countries after the World War, these barriers exist and in 
dealing with them one cannot rely upon the slow and cumbersome process of 
tariff revisions, it was partly the realization of this fact that led to the giving of 
greater foreign-trade regulatory power to the administrative branch of our 
government 

The book is largely expository and its chief value is that for the first time 
it brings together the impressive array of legislative and administrative non- 
tariff control measures which have been restricting the import trade of the 
United States, particularly in recent years 

Simon Litman 

Binder, P Die Schalthebel der Kon^unktur' Kaufkrafteinsatz und Kaufkraft- 
stillegung als Bestmmungsgrunde des Volksemkommens. (Munich Olden- 
bourg 1939 Pp 106. RM 4 80 ) 

The present work contains essentially the first part of a shortly appearing 
volume on the control of the business cycle It confines itself strictly to the 
essentials of the mechanism of the economic cycle, leaving untouched the 
psychological and material forces which set it into and which maintain it in 
motion. The influence of Keynes’s The General Theory of Unemployment, 
Interest and Money, appearing after the first sketch of the main conclusions 
had been made, compelled the author to give his ideas a theoretically more 
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pointed, as well as a more practical politico-economic formulation, particularly 
since from the beginning an accounting point of view is applied in order to 
bring involved processes to a form of presentation that may be seen at a 
glance The author confines himself to the exclusive aim of ascertaining ex- 
actly the mechanical relationshms between the magnitude of the reservoir of 
buying power for purposes of investment and consumption and the value 
magnitude of national income. The real causes and the issue of economic 
expansion and depression are not dealt with. Main consideration is given to 
deposits and abatement of buying power as motives of national income 

Herman Hausheer 

Donnelly, G R. World trade in dental and surgical goods. Trade prom, ser. 
no 204. (Washington* Supt, Docs 1939 Pp v, 264 25c.) 

Geiser, a. Dte Kompensatwn als Mtttel der Aussenhandelspolttik unter beson- 
derer Berucksjchttgung der Schweiz, (Zurich. Schulthess 1939 Pp. 109 ) 

Hantos, E. Le regtondisme economtque en Europe (Paris: Inst Internat de 
Coop Intellectuelle. 1939. Pp. 59 ) 

The central thesis of this study is that international economic agreements 
on regional bases are tending to replace the short-lived autarchical systems which 
followed the collapse of free international trade in the post-war era 

Since the policy of free trade, within Europe of the recent past, to say noth- 
ing of the present, is virtually unthinkable, Professor Hantos holds that limited 
international agreements regarding tariff concessions, administrative uniformi- 
ties, regional preferences, etc , provide at least a modicum of relief to a world 
restrained by national strait- jackets Granting that such international agree- 
ments are not overwhelmingly important. Professor Hantos sees the coordina- 
tion and expansion of these agreements as a difficult but altogether worthy task 

The Danubian agreement of 1930, the agreement of the “Little Entente” of 
1933, the Balkan agreement of 1933, the Pact of Rome of 1932, the Oslo con- 
ventions of 1930 and 1937, and the Baltic Cooperative agreements are briefly 
discussed 

The most important conclusions drawn by the author from his analysis are 
(1) that regional agreements, by themselves, are not likely to secure all the 
benefits of true free trade, (2) that the purpose of regional agreements on an 
international scale is the protection of the several national economies against 
decline through mutual preferential treatment, (3) that agreements have been 
most successful when the signatory countries have harmonious political and 
economic aims 

Sidney C Sufrin 

Heuser, H Control of international trade, (Philadelphia. Blakiston’s 1939. 
Pp. X, 282 $3 50 ) 

It is the purpose of this book to present a comprehensive analysis of import 
quotas and foreign-exchange control which are much-needed subjects of eco- 
nomic inquiry In compliance with the terms of the Acland Scholarship the 
field of research has been restricted to Europe — an unfortunate limitation in 
view of the wide use of these devices elsewhere The writer has undertaken to 
analyze the causes of regulation of foreign trade , the methods of foreign trade 
control, and the results of the regulation of foreign trade In parts 1 and 2, 
there is a detailed consideration of the technical aspects and administrative 
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problems. A particularly interesting section deals with the development of the 
use of imjport quotas as bargaining instruments of commercial policy Part 3 
consists of a theoretical analysis of the effects on trade, prices and production, 
illustrated with diagrams and tables Throughout these later chapters there is a 
comparison with the use of tariffs for similar purposes. The application is 
limited to a ^‘democratic country in which private enterprise is the predominat- 
ing form of economic activity ” In his conclusions Dr Heuser builds up a strong 
theoretical case against import quotas and foreign exchange control in such an 
economy Whereas, under certain conditions, these two trade controls are 
admittedly more effective, tariffs he considers preferable from the point of view 
of social justice 

No fault can be found with the author's theoretical deductions which are 
similar to the earlier analyses of the tariff by the neo-classicists They will not, 
however, discourage governments concerned with economic planning or in- 
creased control over economic activities For countries striving to preserve the 
competitive system the question remains unanswered — namely, will these new 
techniques used by other nations require radical changes in customary instru- 
ments of commercial policy^ 

Ethel B Dietrich 

Melder, F E State trade walls. Public affairs pamph no 37 (New York Pub- 
lic Affairs Committee 1939 Pp 31. 10c ) 

PiETZSCH, A Zur Frage der Ordnung der weltwirtschajtUchen Beziehungen. 
Kieler Vortrage 61. (Jena Fischer 1939 Pp 19) 

This reprinted lecture is a survey of international trade relations from an 
authoritarian, anti-liberalistic point of view. It consists chiefly in an analysis 
of two comprehensive tables of figures concerning the trade balances of 11 
countries and groups of countries, the figures being the results of studies 
made in a department of the Reichswirtschaftskammer specially organized for 
this purpose by the author The first table shows the trade balances itemized as 
Goods, Interest, and Services for the years 1929, 1933, 1935, and 1937 One of 
the main conclusions derived from these figures is that the economy of the 
United States is a disturbing factor in the world because of the high positive 
trade balance in goods which it maintains notwithstanding its role as a principal 
creditor country The second table shows the trade balances between any two 
of the 11 countries for 1937 It gives a vivid picture of the many-cornered 
character of international trade, and of the necessity for certain trade partners 
to maintain permanently non-balancing, that is only indirectly balancing, 
trade relations As regards barter agreements, this situation is interpreted as 
pointing to the need for multilateral rather than mere bilateral agreements of 
this kind 

Although convinced that world economy, like national economy, needs cen- 
tralized planning, the author is not optimistic as to the likelihood of interna- 
tional cooperation in the interest of a more rational and equitable order in the 
near future (The lecture was delivered on July 12, 1939') He hints that in 
the meantime certain countries may find it necessary to solve their trade prob- 
lems independently by expansion of the economic units under their control. 

John V. Spielmans 

Smith, E. L. Tides tn the affairs of men: an approach to the appraisal of eco- 
nomic change. (New York. Macmillan, 1939 Pp x, 178. $2.) 
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Tasca, H. J. World trading systems: a study of American and British commercial 
policies. (Pans Internat Inst of Intellectual Coop. New York: Columbia 
Univ Press 1939. Pp 172 $1 50 ) 

Tinbergen, J. Business cycles in the United States of America, 1919-1932, II. 
(Geneva* League of Nations. New York* Columbia Univ Press. 1939 Pp. 
244 $1 25 ) 

Commerce and economic resources of our outlying territories and possessions : 
Territory of Alaska; Territory of Hawaii; The Philippines; Puerto Rico; F/r- 
gtn Islands; Panama Canal Zone, other possessions. Rev. ed (Washington* 
Chamber of Commerce of U S 1939 Pp 50 ) 

International trade in certain raw materials and foodstuffs by countries of ori- 
gin and consumption, 1938. (Geneva* League of Nations New York: Colum- 
bia Univ Press 1939 Pp 178 $1 50 ) 

Reciprocal trade, agreement, protocol, notes, and protocol of amendment, between 
the United States of America and Czechoslovakia * and proclamation of Mar, 
23, 1939, by the President of the United States terminating on April 22, 1939, 
his proclamations of Mar 15, 1938, and Apr 15, 1938 Exec agreement ser 
147 (Washington State Dept. 1939 Pp 62 10c ) 

Reciprocal trade, agreement and protocol of signature between the United States 
of America and France; and related notes Exec agreement ser 146 (Washing- 
ton State Dept 1939 Pp 68 10c.) 

Review of world trade, 1938. (Geneva, League of Nations. New York* Columbia 
Univ Press. 1939 Pp 85 60c ) 

In the present issue has been added a section dealing with the relationship 
between the prices and the quantities of goods entering into trade 

J C Rocca 

Accounting, Business Methods, Investments and 
the Exchanges 

Does Distribution Cost Too Much? A Review of the Costs Involved in Cur- 
rent Marketing Methods and a Program for Improvement. By Paul 
W Stewart and J Frederick Dewhurst, with the assistance of 
Louise Field. (New York: Twentieth Century Fund 1939 Pp 
xvii, 403. $3 50 ) 

Objectives of this study are to present ''an accurate over-all picture and 
appraisal of the distribution system as a whole and a program for making 
it more eflicient The report covers only distribution of movable, tangible 
commodities, and omits transactions in real estate, insurance, amusement 
businesses and the like. The research study is presented in ten chapters; the 
conclusions and program, in a final chapter. 

In 1929, distribution costs are estimated to have accounted for 59 cents 
of the consumer’s dollar spent for commodities as contrasted with 4l cents 
for production costs. Of this distribution cost, retailing represents about 
one-third, manufacturers’ distribution about a fourth, transportation about a 
fourth, and intermediary trade approximately a fifth. The small remainder 
consists of national advertising, costs of natural gas distribution and in- 
terest costs on installment loans. 
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The weakest point in this estimate, as is freely admitted by the authors, 
is manufacturers' distribution costs Lack of data forced major reliance 
upon a study of a limited number of manufacturers whose average costs 
were projected to census data. There are questions not only as to the re- 
liability of the small samples but also as to the meaningfulness of average 
figures for manufacturers who often vary widely in their distribution poli- 
cies Also, inasmuch as census data are used heavily in measuring and com- 
paring retailing and wholesaling costs, somewhat more detailed considera- 
tion of their uses and limitations would have been helpful The level of 
census costs at times tends to be lower than that shown by carefully con- 
ducted sample studies 

Generally speaking, however, the research studies in costs were com- 
petently and conscientiously handled and represent a real contribution 
The blame for gaps in data rests upon the marketing profession for not 
producing more monographs upon which the authors could have drawn 
The text is clear and visual presentations aid the reader The flow chart 
developed in conjunction with chapter 3 is helpful, especially in illus- 
trating the recirculation present in commodity movements, while the chap- 
ter on government regulation of distribution is an excellent summary 

The Committee concludes rather cautiously that distribution does cost 
too much, but points out that there is no way of measuring how much too 
costly it is or even of saying that it is more costly than production The 
factors causing high distribution costs are enumerated as costs of com- 
petition, consumer demands for service and consumer ignorance in buying, 
and inefficiency in operation 

The program for reducing costs of distribution has and will continue to 
provoke lively discussion Although space forbids consideration of the 19 
recommendations, it may be said that those related to better marketing 
information and more efficient operation are least controversial Those deal- 
ing with competitive restrictions and regulations will have a mixed re- 
ception and probably will be bitterly opposed by various groups seeking to 
perpetuate their economic existence through favoring legislation Also con- 
troversial are the recommendations having to do with consumer knowledge, 
although the arguments here are more likely to be concerned with the 
practicability of certain items. For example, it seems questionable in the 
light of past experience whether an increase in government pamphlets will 
materially improve consumer buying Neither does it seem that more mer- 
chandise testing IS the answer. This field is full of thorny problems not 
the least of which is the many uses to which the same product may be put 
by different consumers. Differentiated retail pricing is likely to draw fire 
from retailers who have tried it, but it should be borne in mind, that this 
particular recommendation urges careful study rather than widespread adop- 



1940] Accounting, Business Methods, Investments, Exchanges 163 

tion The possible savings through further organization of consumer co- 
operatives may be questioned although no one will doubt their educational 
value to members and their occasional utility as a competitive force Even 
with active sponsorship by government and other organizations, consum- 
ers cooperatives account for less than one per cent of retail sales. 

It IS perhaps well that the program is of controversial nature Were it such 
as to be readily accepted, interest would quickly die. In this way there is 
much more hope of constructive action. 

Ross M. Cunningham 

Massachusetts Institute of Technology 

NEW BOOKS 

Alford, L P Principles of industrial management for engineers, (New York 
Ronald 1940. Pp. xxii, 531 $4 50 ) 

Backman, J., editor Investment dynamics: a symposium. (New York* Fiduciary 
Pubs 1939. Pp 26.) 

Prepared for Trusts and Estates magazine and based on articles published in 
issues of December, 1938, through August, 1939 

Baker, H A. Principles of retail merchandising, (New York McGraw-Hill 
1939 Pp XIV, 462. $4 ) 

A textbook, with chapter questions and selected references. 

Brooks, W C Company finance, (London P. S King. 1939 Pp 100 6s ) 
Carpenter, H G The letters of an investment counsel to Mr and Mrs. John 
Smith (New York. Harper 1940 Pp xi, 197 $2 50 ) 

Crumbaker, C Organizing and financing modern business. (New York* Wiley 
1939 Pp X, 644 $3 75 ) 

This volume deals with the problems of organizing and promoting new 
business concerns and combinations of old ones The important problems 
treated include the traditional types of business organization to which is 
added the business syndicate; the legal rights and duties and economic func- 
tions of stockholders, directors, and management under corporate laws and 
charters, capitalization, instruments of long-time finance, and provisions for 
working capital, budgeting, and finally failure and reorganization 

The distinctive feature of the work is the point of view assumed The prob- 
lems of organization and finance are treated from the standpoint of “institution’* 
or “going concern '* Thus they become not the traditional problems of and for 
management but general economic and social problems which are of concern 
to the average citizen for whom indeed the book was largely written In keeping 
with this there are chapters on blue-sky laws and public regulation or the 
security markets. 

The treatment of the subject matter is mostly analytical and descriptive, only 
a limited amount of statistical data being utilized The work is more rully docu- 
mented than usual In addition valuable bibliographical references are found 
at the end of each chapter. 

For the general reader, as well as for the student of business organization and 
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finance ^preaching the subject from the general economic point of view, this 
volume fills a gap long open in the literature of the subject. 

John E. Kirshman 

Davis, R. C. Industrial organization and management. (New York* Harper. 
1939. Pp xxii, 636. $4 ) 

A textbook with problems covering business, production, and quahty con- 
trol; plant location, handling of materials, purchasing, salvage, personnel, 
industrial health, labor relations, employee training, and budgetary control 
''Virtually a new text rather than a revision of The Principles of Factory Or- 
ganization and Management** 

Gilbert, ] C A history of investment trusts in Dundee, 1873-1938, (London. 
P S King 1939 Pp 144 6s ) 

Greedinger, B B Accounting requirements of the Securities and Exchange Com- 
mission for the preparation of financial statements (New York Ronald 1939 
Pp xviii, 517 $5 ) 

Grether, E T Price control under fair trade legislation. (New York. Oxford 
Univ Press 1939 Pp x, 517 $5 ) 

Mr Grether is qualified to speak on the increasingly important topic of 
resale price maintenance under state "fair trade" laws by his earlier British 
study, his work for the NRA, and his exhaustive researches into retail com- 
petition and price maintenance in his own state, California This state is 
especially important, since it has pioneered in the present era of fair-trade 
laws It is astonishing to find that between 1931 and 1938 all but five states 
adopted such laws, just as it is disquieting to observe so much legislative dis- 
regard of both theory and experience and so much careless haste — amusingly 
illustrated by the repeated copying of the same acts, even to the same serious 
misprints. 

The first half of the book outlines the legislative and judicial history of 
recent years, especially in California, and describes in some detail the price 
cutting and price maintenance problems of the mam branches of retailing 
m that state While the factual study hardly extends to other states, there is 
little doubt that the same general conditions would be found elsewhere The 
second half comprises a closely reasoned analysis — perhaps too difficult as an 
introduction to this field, but essential to all workers in it — of the use of 
loss leaders, the interests of manufacturers, distributors, and consumers, and 
the general problems of enforcement and control of resale prices The ap- 
pendices summarize the fair-trade laws and tabulate the surveys on prices 
before and after price control, on trade opinions, and on profits 

The author’s position is perhaps closer to that of most economists who 
have opposed resale price maintenance as unfair to the consumer than to that 
of the small minority who have ardently favored it, but, influenced as he is 
by the monopolistic competition analysis, which he applies to retaihng, he 
lacks faith in free competition As for the experience with the state laws, 
he believes serious evil has been avoided only by trade resistance to their 
application or enforcement in many commodities Among his constructive 
suggestions, there may be singled out the limited one to ban such dishonest 
uses of loss leaders as deliberately failing to keep stocks, without touching 
their healthy use in drawing customers into low-price stores, and the much 
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broader suggestion that the states explore the possibilities of government 
hcensing and price-fixing in the retail field. 

Simon N Whitney 

Grossman, L W Investment principles and practice. (New York. Longmans 
Green 1939 Pp x, 266 $1) 

A cursory treatment of the subject in a form designed only for elementary 
students. 

Hall, F P. Government and business 2nd ed (New York* McGraw-Hill 
1939 Pp XU, 455 $4 ) 

Harold, G. An outline of corporation finance (New York Barnes and Noble. 
1939 Pp 276 $2 

VON Hayek, F a Profits, interest and investment. (London* Routledge. 1939 
Pp viii, 266 6s ) 

Kimball, D S and Kimball, D S , Jr Principles of industrial organization. 
5th ed. (New York McGraw-Hill 1939 Pp xix, 478 $4 ) 

Kimball, M. Principles of corporate finance. (New York* Longmans Green. 
1939 Pp IX, 306 $1 ) 

As an educational tool, this book, an addition to the paper bound American 
Business Fundamentals series, is a definite contribution The author has 
avoided pet hobbies, individualistic terminology, and last words on contro- 
versial subjects Instead, he presents a straightforward, up-to-date, well bal- 
anced, step-by-step exposition of the fundamentals of corporation finance, in- 
cluding procedures generally followed 

The usefulness of this volume is augmented by a chart giving cross-references 
of supplementary readings (p vi) , selected references (pp vii-viii) , questions 
based on each chapter (pp 277-290) , selected readings on each chapter 
(pp 291-297) ; and a well organized index Footnotes are fairly generously 
used for references, sources and clarifying examples 

Whether or not this text is regarded as too elementary to meet the require- 
ments of individual courses, it will be a welcome reference book for instructors 
and students. 

Donald M Halley 

Knappen, L S Revenue bonds and the investor. (New York Prentice-Hall 
1939 Pp xiii, 329 $3 50 ) 

Prior to the creation of the Port of New York Authority in 1921, revenue 
bonds were relatively unimportant in this country Today, the par amount 
of revenue bonds outstanding exceeds $1,000,000,000 In fact, this vehicle 
of finance has recently been used on an increasing scale not only by states 
through specially created agencies and municipalities, but even by our federal 
government. 

Both the statutory and common law in respect to full faith and credit 
obligations of states and municipalities has been fairly well standardized 
This does not apply, however, to revenue bonds The statutory authority 
under which such bonds may be issued varies widely from state to state, 
which means, of course, a variation not only in the protective rights given 
the investor as between states, but also in the legal remedies that may be 
applied in case of default. 
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The author has covered his field exceptionally well in this volume. Par- 
ticular attention is given to an analysis of the statutory provisions under 
which such bonds are issued and to the more important protective provisions 
which are substituted for the full faith and credit pledge found in direct 
obligations of political units The legal remedies which may be sought through 
court action in cases of default are likewise well treated. An interesting chapter 
on the history of defaults is given. 

Other chapters deal with methods of marketing revenue bonds, the relative 
performance of such bonds as compared with full faith and credit obligations, 
and leading types and users of revenue bonds The use of revenue bonds as a 
vehicle for obtaining grants and loans from the federal government in connec- 
tion both with the Reconstruction Finance Corporation and the Public Works 
Administration is discussed A full analysis is also undertaken of different 
types of statutory authorities 

The author not only has supplied copious references throughout the book, 
but has also prepared appendices containing complete citations by states of 
revenue bond statutes (Appendix A), citations by states of important revenue 
bond cases (Appendix B), a bibliography, and a listing of all cases cited 

The book should jprove exceptionally valuable to institutional investors, to 
advanced students or investment, and to lawyers who wish a convenient sum- 
mary treatment of the subject 

R E Badger 

Lewis, C W Pme maintenance tn Knoxville^ Tennessee, under the Tennessee 
Fair Trade act of 1937. Univ of Tennessee Record, vol 42, no 6 (Knoxville 
Univ of Tennessee 1939 Pp 64 ) 

Lyons, G J and Martin, H C The strategy of job-findmg. (New York 
Prentice-Hall 1939 Pp 391. $4 ) 

McKinsey, J O Bookkeeping and accounting 4th cd , rev by Edwin B Piper. 
Vol I (Cincinnati South-Western Pub Co 1939 Pp 542 $1 64 ) 

McKinsey, J O and Noble, H. S Accounting principles (Cincinnati South- 
Western Pub Co 1939 Pp X, 885. $3 75 ) 

McMullen, S Y Federal income tax accounting' a practical course for basic 
instruction (New York Ronald 1939 Pp xvii, 315 $5) 

It IS encouraging to find a writer who is under no illusions about reconciling 
income-tax procedure with that will-o-the-wisp ''good accounting practice ” 
There are frequent declarations to establish the proposition that " ‘taxable net 
income’ is a statutory concept and no conclusions drawn on the basis of logic 
or accounting will necessarily apply The sole test is the intent of Congress as 
set forth in the Act and interpreted by the Treasury Department, by the Board 
of Tax Appeals, and by the courts” (p 33). It is no accident that this book 
contains much law 

The reader should not conclude that the author has merely restated the Act 
and the Treasury Regulations The book is designed to prepare students for 
the business of filing returns and to emphasize business policy Well selected 
cases are used to illustrate many points The book is elementary and no at- 
tempt IS made to include unusual situations The chapter on losses and bad 
debts (9) is very good and the section on depreciation (chapter 10, part 1) 
would do credit to a text on accounting theory. Some may be concerned with 
the author’s definition of a tax — ^''A tax is an exaction (of money or other 
valuable property) to defray the cost of the activities of government” (p. 1) 
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For there is no attempt to show why a fee and a special assessment do not fall 
within these boundaries. However such matters are negligible After all, 
’'whether an item is included for tax purposes, or whether an item is an allow- 
able deduction, is statutory, that is, tt ts a matter of lati/* (p. 8) . 

The changes made in the 1938 Act are summarized at the close of each chap- 
ter The book is in loose-leaf form so that additions may be included from time 
to time 

Edward G. Nelson 

Mandel, H. R Real estate management: a manual for profitable property oper- 
ation (New York- Ronald 1939 Pp xiv, 218 $4) 

Mayhew, C. P Planned investment. (London Fabian Soc 1939 Pp. 48. Is ) 

Mead, E S and Grodinsky, J The ebb and flow of investment values. (New 
York Appleton-Century. 1939 Pp. 467 $5.) 

Mitchell, W. N Organization and management of production. (New York: 
McGraw-Hill 1939. Pp xii, 417 $4 ) 

This book, written for use in collegiate schools of commerce, differs from 
most texts on industrial management in both scope and treatment The usual 
subject matter is here, organization, product design, plant design and layout, 
maintenance and depreciation, purchasing, inventory control, time study, wage 
payment, production control, etc These topics are presented in 7 chapters 
which total 245 pages In this space complete coverage has been attained by 
streamlining the exposition In addition, four general extensive chapters appear 
at the outset These deal with production economics in the sense in which the 
term is employed in courses in economics Here are found such topics as the 
time factor in production, cyclical changes, non-rhythmical fluctuations, con- 
servation of natural resources, industrial research, specialization, the machine, 
transfer of skill, and regional differentiation of industry 

One-fourth of the book is a working appendix which gives for each chapter 
an extended bibliography, questions for class discussion, and several problems 
The author expects teachers to devote the classroom discussions to practical 
problems and concrete cases with the students preparing for these by reading 
widely among the suggested references If this expectation is realized it will 
make for a much more intensive first course than is usually found in this field 
As to specific points, there is little to criticize and much to commend Especially 
noteworthy are the graphic portrayals of managerial concepts and equations 

Alfred H Williams 

Monchow, H C. Seventy years of real estate subdividing in the region of Chi- 
cago. Stud in the soc sci no 3 (Evanston Northwestern Univ. Grad 
School 1939 Pp. viii, 200. $2 25.) 

Mooney, J D. and Reiley, A C The principles of organization. (New York- 
Harper. 1939. Pp x, 223 $3 ) 

Myer, j. N Financial statement analysts - principles and technique. (New York- 
Author 1939 Pp xvii, 270 $3.25 ) 

This treatise has been prepared as a provisional text and is a preliminary 
edition of a larger work now in preparation The discussion of technioues is 
elementary but straightforward There are 60 pages of problem material It is 
to be hoped that in the completed form, the discussion of interpretation of 
results will acquire greater depth. This reviewer regrets that the typical dis- 
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cussion of the important problem, financial statement analysis, reflects so little 
the essential backgrounds in economics, finance and operations. There is no 
technical substitute for such background 

W P Fiske 

Pomeroy, D A. Business law. 2nd ed (Cincinnati South-Western Pub Co. 
1939 Pp XIV, 906 ) 

Putney, W B , 3rd. StabtUzaUon of securities by an underwriter (New York 
Author 1939 Pp 57 75c) 

Radin, M Manners and morals of business. (Indianapolis Bobbs-Merrill. 1939. 
Pp 270 $2 50 ) 

Reynolds, L G The control of competition in Canada. Harvard stud in 
monopoly and competition, 2 (Cambridge Harvard Univ. Press 1940 Pp. 
XIV, 324 $3 50 ) 

Rose, D C.The policyholders* interest in equity investments Address at the 34th 
annual meeting, American Life Convention, Chicago, 111 , Oct. 3, 1939 (New 
York Investment Counsel Assoc, of America 1939 Pp 28 ) 

ScuDDER, L W. Accountancy as a career (New York Funk and Wagnalls 1939 
Pp 169 $1 50 ) 

Sherwood, J F and Pendery, J A Social security and pay-roll accounting. 
2nd ed (Cincinnati South-Western Pub Co 1939 Pp 256 $2 60 ) 

Covers federal and state social security laws , non-technical 

Shirk, A. U Marketing through food brokers (New York McGraw-Hill 1939 
Pp 329 $3 50 ) 

Spengler, E H and Klein, J Introduction to business 2nd ed (New York 
McGraw-Hill 1939. Pp xvi, 786 $4 ) 

The effort to make business courses "practical’' generally proceeds on the 
ill-founded hypothesis that theory must be avoided as incompatible with the 
treatment required Business training has suffered now for over two decades 
from the result, which is the elimination of all but the most superficial sort of 
analysis There is left for instructional purposes factual reviews, the description 
of business activities and practices, and the formulation of business problems 
which can rarely be analyzed with the limited intellectual equipment offered 
The economics student who wants to understand how the economic system 
operates, and the business student who wants to understand how to operate 
parts of the system are fundamentally not so far apart in their training require- 
ments as IS sometimes supposed They both need training in the intellectual 
tools and methods of analysis Recent developments in the field of theory, par- 
ticularly with reference to production, costs, prices, and the firm, offer some 
possibility of injecting more analysis into business courses The possibility 
has not yet been seen by authors of business textbooks, however 
This book is intended for an introductory course in business The revision 
has been wisely directed to alter the organization, to cut and expand sections, 
and to include a discussion of recent developments The result is a distinct 
improvement on the earlier edition. Judged in terms of the traditional standards, 
which this book follows, it is one of the best of its kind. Fifteen or twenty 
years ago this sort of treatment would have been a notable achievement Today 
one is justified in doubting the wisdom of offering students an introduction 
to business which formulates few of the typical firm problems, scarcely men- 
tions the intellectual tools and methods necessary for the analysis of such 
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problems, and fails to awaken interest in the search for additional specialized 
knowledge with which the student might in time formulate reasoned opinions. 
Business education could well afford to undertake m earnest this proper and 
more fundamental task The place to begin is in the introductory course and 
the introductory textbook With properly orgamzed lectures or discussions 
even this textbook could provide a beginning 

Robert D Calkins 

Tosdal, H R. Problems tn sales management 4th ed (New York* McGraw- 
Hill 1939. Pp. XX, 894 $6.) 

This publication is one of the Harvard problem books It retains the organi- 
zation and the introductory statements to the 11 major sections of the third 
edition. The revision appears in the changes that have been made in the 
number, the selection, and the arrangement of the problems This edition has 
approximately 35 fewer problems and about 75 fewer pages than the preceding 
volume It IS one among the very few revisions in which one finds an author 
reducing the size of his book ’ He has increased the amount of space devoted 
to sales programs, sales promotion, and sales organization, and has reduced 
the amount given to merchandising, prices and terms of sale, sales planning, 
and management and control of sales operations The amount of space given 
to research and to distribution policies remains about the same 

There are approximately 90 new problems which present recent material 
About 45 problems carry the old titles, some of these ’’cases,” however, have 
been revised and modernized 

The major purpose of the book is to furnish adequate, or at least fairly 
satisfactory material that may be used to aid students in developing ’’the habit 
of making decisions upon fact and evidence rather than upon guesswork ” 
Whether this purpose will be attained depends upon two important factors 
in addition to the well selected materials, viz, a well-informed and skillful 
teacher, and students with sufficient business background and mental maturity 
to be able to understand the terminology of the problems and to visualize the 
administrative implications presented and suggested The third edition was a 
distinct improvement over the earlier editions of the book This fourth edition 
introduces minor refinements, improves the arrangement of problems, elimi- 
nates the less desirable ones and adds enough new ones to bring the book 
up to date. 

J Freeman Pyle 

Weissman, R. L The new Wall Street, (New York Harper. 1939 Pp. x, 308. 
$3.) 

The author has written an intelligent and interesting semi-popular description 
of the major changes that have taken place in the investment banking machinery 
of the United States during the past six years He discusses briefly some of the 
problems to which the reform legislation has given rise 

Mr Weissman has sought to maintain a balanced viewpoint in his discussion 
of such controversial problems as the thin markets resulting from federal regu- 
lation of the stock exchanges, administration of the PuWic Utility Holding 
Company act of 1935, and restrictions upon short selling He does reach 
the conclusion that ’’new regulations have resulted in less activity, lessened 
activity, in turn, has created a more discontinuous market There is no way 
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of establishing that any one of the regulations . . . has been more responsible 
than any other/' 

Initial chapters on "People of the Street" and "The Wall Street mind" are 
in the popular vein Those that follow on "The Securities and Exchange Com- 
mission," "Stock Exchange reforms" and "The Commission and speculation" 
contain considerable descriptive material Separate chapters are devoted to 
recent changes and new regulations affecting the over-the-counter market and 
new financing A valuable feature of the book is the references to the effects 
of new conditions in the security markets and the security legislation upon 
corporate financial policies 

In a concluding Aapter on "The future of Wall Street" the author urges the 
financial district to "remove the association of the financial world with oppo- 
sition to all measures of reform " He regards the failure to develop a technique 
which would make it profitable for dealers to merchandise aggressively to small 
investors bonds and stocks of the highest grade as the "organic defect of the 
financial world " 

Jules I Bogen 

Bond portfolios for banks. Proc of conference on bond portfolios (New York- 
N Y. State Bankers Assoc 1939 Pp. 260 $2 ) 

Economic power: hearings, 76th Cong., 1st sess , pursuant to Public Resolution 
113 (15th Cong ). Parts 5, 5-A (Washington- Temporary Nat Econ Com- 
mittee 1939 Pp 1647-2304,2305-2417 ) 

Eleventh Boston Conference on Distribution, 1939: a national forum for prob- 
lems of distribution (Boston Boston Chamber of Commerce 1939 Pp 114 
$3 75,) 

Investment trusts and investment companies: report of the Securities and Ex- 
change Commission Part 3 Abuses and deficiencies in the organization and 
operation of investment trusts and investment companies Chapter iv. Problems 
in connection with shifts in control, mergers and consolidations of manage- 
ment investment companies (Washington Securities and Exchange Commis- 
sion 1939 Pp 631 ) 

Trading for others in commodity futures. U S Dept, of Agric circ no 539 
(Washington Supt Docs 1939 Pp, 28 5c ) 

Capital and Capitalistic Organization 

Seeds of Destruction: A Study in the Vunctiond Weaknesses of Capitalism. 

By John M. Blair. (New York: Covici-Friede. 1938. Pp xix, 418 

$4.00.) 

The persuasive arguments of this book are addressed to the capitalists 
and wage-earners of the United States. The arguments are put in the form 
of "axioms,” "aggravating trends,” and "corrective techniques,” either 
automatic or artificial. But these forms of statement are resolved into two 
lines of argument, the one addressed to capitalists and investors, the other 
to wage and salary earners, leading to the central conclusion of the dis- 
appearance of the capitalist system in the United States. 

The arguments addressed to wage-earners are based mainly on the com- 



1940] Capital and CapttaltsUc Organization 171 

bined arguments of Marx and Rodbertus nearly a century ago. They turn 
on a progressive increase of unemployment and a relative decrease of wage- 
rates and wage-incomes, ^compared with prices and upper-class incomes 
derived from profit, rent and interest. The arguments addressed to capital- 
ists and investors are the increasing taxes, debts and lack of confidence. 
The two lines of argument come together on the proposition of Rodbertus 
that the system does not of itself provide enough purchasing power on 
the part of consumers to take off the markets most of the products created 
by producers 

While the author does not commit himself to any system that might take 
the place of capitalism, he leads the way to either the Rodbertus or the 
Marxian dictatorship, the former in the interest of owners, the latter in 
the interest of wage-earners Each of these alternatives or the two in coop- 
eration as nazism and communism, would apparently eliminate the four 
"axioms,” the eight "aggravating trends,” and the need of the four "cor- 
rective techniques ” 

For the capitalist system, or capitalism, is defined dynamically, that is, 
as a set of miscellaneous trends, which when coordinated become a general 
trend from a mainly laissez-faire system of private ownership and profit to 
a mainly governmental system of regulated production and distribution 
"Capitalism” is not "fixed” at any point, but is to be found almost any-, 
where, differing in "degree,” between the two extremes Wherever private 
ownership and profit survive there is a degree of capitalism, and the axioms, 
insofar, are violated, the destructive trends are aggravated, the corrective 
techniques are futile 

The foundation of his argument is technological — the increasing man- 
hour efficiency of capitalism On this foundation is built the increasing 
inflexibility of prices on account of the increasing part played by capital 
goods supplemented by corporations and labor unions, the ineffectiveness of 
high incomes in creating markets for these goods; and the increasing pres- 
sure on participants occasioned by disappearing frontiers On these several 
accounts there are the increasing costs of distribution and advertising, the 
increasing subordination of both laborers and investors to centralized bank- 
ing control. The corrective techniques come against the increasing imprac- 
ticability of maintaining both high profits and high wages in the face of 
these trends. 

While these arguments are mostly of long standing, pro and con, in 
economic theorizing, the great gain accomplished in this book is the picture 
of their interaction tested by Blair’s use of the recent abundance of sta- 
tistical investigations in the United States 

He limits himself to the period of the 1920’s and 1930’s, because dur- 
ing the first decade of that period the administration at Washington was 
more laissez-foire than ever before, the collapse was more destructive dur- 
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ing the second decade, the corrective techniques more futile, the official 
statistics more complete. 

There is, however, as suggested by these decades, a "'cycle’' distinguished 
from his "trends” — ^the credit cycles which began a hundred years ago in 
America with the incoming of commercial banks and now culminating in 
the federal reserve system — a cycle not contemplated by Blair in his cata- 
logue of axioms, trends and techniques. Yet this credit cycle might, with 
justification, be cited as more characteristic of "capitalism,” more aggra- 
vating, and its proper control as more hopefully corrective than many or most 
of the techniques which he elaborates. With this as perhaps a seventeenth 
item in his list, tracing its effect on the other sixteen, as he does among the 
sixteen themselves, the book might well be designated a promising pioneer 
in the twentieth century reconstruction of economic science on the prin- 
ciples of "relativity.” 

JohnR Commons 

University of Wisconsin 


The Evolution of Finance Capitalism, By George W. Edwards. (New 
York Longmans Green 1938. Pp. xvi, 429. $4 00.) 

The phrase "finance capitalism” (of foreign origin) in the title to this 
work sounds strange (and ajaJsaxd). to American ears. However, it is no 
sooner adopted than discarded in the text in favor of "security capitalism” 
which appears on every page of the work thus becoming somewhat irksome 
"Security capitalism” is defined as "the economic system which is financed 
through the conversion of the saving (italics supplied) of investors into 
security investment.” Saving originates with "consumers, whether individ- 
uals or corporations, while investment denotes the forms of evidencing 
the transfer of the saving to entrepreneurs or governments.” Saving re- 
sults from "collective choice” while investment arises from "collective 
action.” These definitions are somewhat confusing and may mislead the 
reader. 

In reality this volume (modest in size) attempts a history of capital- 
ism in the leading nations of the world, east and west, with special em- 
phasis on the United States Security capitalism in all nations treated is 
summarily forced into the identical pattern of rise, development, and 
crisis, the latter being evidenced by the financial crash of 1929. It matters 
nothing that recovery has since taken place in some of the leading nations 
concerned while in others it has been retarded by forces unfavorable or 
hostile to private enterprise, or that overstressed nationalism has seri- 
ously interrupted normal development. 

The underlying theme of the volume is that intangible wealth has created 
the characteristic problems of irresponsible management of industry and 
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government, over-capitalization, financial instability, and disequilibrium 
of savings and investment. Somehow these features of capitalism led to the 
world economic crisis of 1929 and after. The more fundamental matters of 
division of labor, exchange, the use of money, markets for goods, and 
technical progress seem to have no bearing on the economic diiSiculties 
of the world today Nor does it matter that severe crises have occurred in the 
past prior to the development of the era of security capitalism. It is enough 
that intangible property, representing underlying wealth and evidencing 
separation of ownership and management, prevails to a considerable exteni 
today 

In the end the historian turns doctor and prescribes a Federal Finance 
Board for the coordination of all governmental and private financial agen 
cies. Under the aegis of its wisdom savings are to be doled out here and 
there for prescribed use as needed in the judgment of the Board, stand- 
ards are to be imposed upon the erring financiers, and all is to be sanctified 
by governmental unction In view of the financial impasses to which gov 
ernment has now and in times past brought us, only the uncritically minded 
can be expected to respond to such a program 

Although there are shortcomings in this volume, yet of especial value 
are many citations, quotations from contemporaneous literature, and the 
collection of statistical material unavailable elsewhere. 

John E. Kirshman 

University of Nebraska 


NEW BOOKS 

Bogert, G G Cases on trusts. (Chicago. Foundation Press 1939 Pp. 928. $6.) 

Coon, H Amer. Tel & Tel: the story of a great monopoly. (New York. Long- 
mans Green 1939 Pp vii, 276 $3 ) 

The title is a well chosen description for this book Three chapters arc 
devoted to the early struggles of the promoters The next fourteen chapters 
relate to the development of the Bell System between the time that Theodore N 
Vail went with the National Bell Telephone (1878) and the present The final 
two chapters revert to the economic aspects of the telephone system 

Although the reports on the recent investigation of the telephone industry 
by the Federal Communications Commission were the main source of informa- 
tion, Mr Coon has drawn upon many other sources In the chapters covering 
the development of the Bell System, emphasis is placed on the influence of 
personalities This is especially true in the case of Mr. Vail In fact, the reader 
is likely to set aside the book with the impression that the Bell System is the 
result of Mr. VaiPs wisdom and foresight Patents, corporate inter-relationships, 
financial growth and business policies of major importance, are some of the 
other aspects of the period of development which are stressed. The author's 
style IS easy and direct and his choice of material such as to make the book very 
readable 

The author takes the position that federal regulation is necessary. State 
regulation is deemed inadequate because of the control over the associated 
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company costs which is exercised by the American Telephone and Telegraph 
Company through its license service contract and through the use of the 
Western Electric Company as a manufacturing and purchasing agency. In 
these matters Mr Coon’s views are in agreement with those set forth m a 
“Proposed Report” written by Paul A. Walker, the commissioner in charge of 
the recent investigation of the telephone industry by the Federal Communi- 
cations Commission. In fact, numerous references to and quotations from this 
report are included 

The practice of the Bell System in the matter of depreciation charges and 
the relation thereof to rate regulation is commented upon in a number of in- 
stances. It must be said that the author does little to clear up this question 
Instead, he adopts the erroneous view that is so common in connection with 
depreciation reserves and talks of these reserves as though they were funds. 
This misunderstanding is evidenced on several occasions It seems that Mr. 
Walker’s “Proposed Report” is also guilty of this same error At one point 
the report is quoted as follows* “5 TTie accumulated depreciation reserves, as 
well as future additions thereto, should be held as trust funds to be admin- 
istered by the company for the benefit of subscribers present and future 6. The 
earnings on the reserves should accrue to the benefit of subscribers ” 

W E Dickerson 

Crum, W L Corporate size and earning power (Cambridge Harvard Univ 
Press 1939 Pp xi, 418 $4 ) 

Graziadei, a Le cnsi del capttaltsmo e le vanaztont del profitto (Milan Bocca. 
1940 Pp XI, 225 L 25 ) 

Maestri, R CapUalismo y anticapitaUsmo (una exploracion metodoldgica), 
(Havana Inst Nac, de Previsi6n y Reformas Sociales 1939 Pp 36 ) 

Rose, J R Public utility regulation in Pennsylvania A dissertation. (Philadel- 
phia Univ of Pennsylvania 1939. Pp. viii, 172) 

Schmidt, E P Tbe economics of public utilities. Vol. II (Ann Arbor Edwards 
Bros. 1939 Pp. 201. $1 ) 


Labor and Labor Organizations 

NEW BOOKS 

Aikin, C., editor. National Labor Relations Board cases. (New York* Wiley 
1939. Pp 120 $1 ) 

Carroll, M. R. What is collective bargaining? (New York* Longmans Green 
1939 Pp. 117 $1 75 ) 

Cheek, J. B. The National Labor Relations act: a guarantee to collective bar- 
gaining, (Washington: Nat League of Women Voters 1939. Pp 15 10c ) 
Fine, R , compiler. Profit-sharing: selected references, 1923-1959* (Washington: 
U. S Dept of Labor Library. 1939. Pp 18.) 

Supplement to “Profit-Sharing and Labor Copartnership* A List of Recent 
References,” in Monthly Labor Review for April, 1923. 

Fisher, W. E. Economic consequences of the seven-hour day and wage changes 
in the bituminous cod industry. (Philadelphia. Univ. of Pennsylvania Press. 
1939. Pp. XV, 130. $2 ) 

The curve of regulation of wages and hours by the state is still rising. 



1940] Labor and Labor Organizations 175 

It IS followed after a considerable lag by development of criteria for judging 
such controls Mr Fisher’s study of the bituminous coal industry is valuable 
as a concrete example, and as a study in method. 

The seven -hour day was applied to bituminous coal in April, 1934, by agree- 
ment between unions and operators At the same time wage rates were increased 
enough to provide the same or higher weekly earnings This agreement was 
promptly approved by NRA and apphed to all outlying fields Because regu- 
lation was continued after NRA, Mr Fisher was able to study its effect over 
four years. 

The first requirement for getting the right answers is asking the right 
questions The author traced the effect of control upon labor costs, non-labor 
costs, upon output per man and the rate of mechanization, upon changes in 
the total labor force, and total working time, upon annual earnings, and upon 
the accident rate. 

The important conclusion is that the four-year period was divided sharply 
into two parts The immediate direct effect of the reduction in output per man 
(10 0 per cent) was a slight increase in employment (1.8 per cent) and a 
larger increase in working time (8 1 per cent) and annual earnings (14 9 per 
cent) . In the second period, the effects were increased mechanization, falling 
employment for the same volume of production ( — 12.0 per cent), about 
the same working time ( + 1.4 per cent) but higher annual earnings for the 
men still employed (35 8 per cent) This division between immediate effects 
and final effects after compensatory adjustments by management, is basic for 
all studies of the regulation of employment by law or contract. 

In the first period when output declined 10 per cent, costs rose 14 5 per 
cent At the same time, because of government control of prices, sales income 
increased 18 3 per cent, and operators’ margins rose 165 9 per cent Since 
some of the mines had been operating at a loss, this is not proof of excess 
profits It is evidence that the nrst and heaviest increase in costs was wholly 
passed on to the consumer No study was made of costs and profit margins 
in the period following compensatory reductions in labor cost 

A second curious result was the increase in fatal mine accidents of 12 8 per 
cent. Non-fatal accidents also rose slightly. 

These results must be viewed within the framework of the industry and the 
time The new rates were put into effect on the rising phase of the business 
cycle, in an industry with high labor costs, where mechanization had not been 
completed The operators had the benefit of simultaneous control of prices, 
and a margin of cash for purchase of new machinery 

Students of the social diseases of low wages and over-long hours are pre- 
scribing legal enforcement of higher wages and shorter hours as a remedy for 
a real and long-continued evil. Only the most rigid economic analysis can say 
whether the remedy actually cures the disease, or how a better remedy can be 
found 

Edna Lonigan 

Gill, C. Wasted manpower: the challenge of unemployment, (New York Nor- 
ton 1939 Pp 312 $2 75 ) 

Mr. Gill’s long experience as a federal relief administrator qualifies him 
highly to discuss the problem of American unemployment and adds simifi- 
cance to his attitude that the types of remedies tried since 1933 should be 
continued in larger doses. 
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Nearly the first half of Mr Gill's book is devoted to an exposition of un- 
employment which, though familiar to the economics student, can bear repeti- 
tion for the sake of the hypothetical intelligent layman However, a theme not 
found in the old discussions of the same subject is the author’s emphasis of an 
“irreducible minimum of unemployment” and the “stagnation” of the eco- 
nomic system to which he attributes our chronic mass unemployment. 

Traang the national administration’s attacks on unemployment, Mr Gill 
finds two general salutary results The relief problem was approached in the 
most desirable way through the provision of productive work for the unem- 
ployed The recovery problem was mitigated by increasing purchasing power 
and stimulating industrial activity. A correlation between business since 1933 
and federal public investment is noted The latter served to bolster private 
investment which had lost its historic initiative and faced a future of dimin- 
ishing outlets In a chapter on the comparable efforts of European governments, 
no reason is seen for regretting our own 

The future program Mr Gill envisions requires “a positive social policy” 
and recognition that the unemployment problems are not temporary, but here 
to stay Economic stagnation threatened by under-investment and under-employ- 
ment can be met by enlarged federal programs of work and employment. The 
W P.A should be opened to the unemployed without reference to need and 
supplemented by a public works system stabilized at a high level Accompanying 
measures should include loans and subsidies to key industries, low interest 
rates, lower and less rigid prices, taxes resting more heavily on surplus savings 
than on consumption and new investment, and expanded and liberalized social 
security programs 

While Mr. Gill is cognizant of the “many-sided nature of the unemployment 
program,” he is not dissuaded by thought of the enormous technical difficulties 
entailed in the planning, installation and operation of the various units of the 
program One infers from his sketch of the rapid evolution of the WPA out 
of the FERA and CWA that he anticipates that modification could readily be 
effected to meet future contingencies such as failure of any unit to work out 
as expected or to coordinate properly with other features on the program. 
Here, Mr Gill’s optimism contrasts with his severely realistic view of the 
present-day unemployment situation 

Harry Malisoff 

Green, W. Labor and democracy. (Princeton Princeton Univ Press 1939 
Pp 194. %2 50 ) 

Leiserson, W M Labor^s right to organize Day and hour ser no 22 (Minne- 
apolis: Univ of Minnesota Press 1939 Pp 23 25c ) 

Malick, C P, Labor policy under democracy. Stud in the Soc Sci , ser C , 
vol. 1 , no 1 (Boulder. Univ of Colorado. 1939 Pp. 130 ) 

This study is a comparative “analysis of democratic methods of dealing 
with labor disputes and the foundations on which industrial peace rests ” 
It considers the situation in three countries, Great Britain, Germany under 
the Weimar Republic, and Australia, including references to New Zealand, 
as illustrations of three different approaches “in which the role played by gov- 
ernment increases progressively” from voluntary conciliation through com- 
pulsory arbitration 

The author next takes up the labor law in the United States, discussing the 
legal status of collective agreements, legislation pertaining to the railroad in- 
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dustry, and the problems facing the various federal labor boards The con- 
cluding chapter presents (1) a defense of collective bargaining — a rather curi- 
ous discussion both from the point of view of what is actually said on the 
subject and of what has been said in the earlier chapters and (2) proposed 
governmental machinery for handling labor disputes Regarding the latter, 
the author makes much, and rightly so, of the desirability in the establishment 
of public agencies of distinguishing between disputes over ‘’interests’* and 
disputes over “rights,” a distinction which was fundamental in the German 
machinery under the Weimar Republic and which is recogni 2 ed at the present 
time in the federal agencies dealing with the railroad industry in the United 
States. 

T. L Norton 

Roethlisberger, J. J and Dickson, W. J Management and the worker. (Cam- 
bridge* Harvard Univ Press 1939 Pp xxiv, 615 $4 50 ) 

In the spring of 1927 the Western Electric Company started certain experi- 
mental studies to discover the relations between conditions of work ancl the 
incidence of fatigue and monotony among employees. It was rather confidently 
expected that definite answers would be found in a year or less 

This book is a detailed account of how the experiment began, how the un- 
suspected complexities of the problem forced upon the investigators its restate- 
ment and extension again ancf again and prolonged the original study through 
five years and from the observation of five employees to more than twenty 
thousand It is the inside story of a great experiment in the study of human 
relations in a factory as carried on by trained men at the plant with the collabora- 
tion of scientists at Harvard University in analyzing and interpreting the volu- 
minous data obtained. 

Fatigue, monotony, rest pauses, wage incentives, supervision, and other fac- 
tors were found to be inseparably bound up with the individual’s relation to the 
working unit and with this unit’s relation to the factory group as a whole The 
informal relationships based on cliques, group sentiments and the workers* 
appraisals of jobs and methods were found to be more potent in determining 
the workers* morale than were the formal groups and rules set up by the man- 
agement There was no simple answer to the problem of removing the workers’ 
inhibitions respecting output 

To study the problem of the social satisfactions in the working environment 
that make the workers willing to cooperate, a system of interviewing was de- 
veloped after much experimentation which won for itself the confidence and 
respect of the employees so that they were willing to talk freely and honestly 
about whatever was on their minds, pro or con, with regard to the work or their 
own problems outside the plant. Analysis and interpretation of these data 
enabled the management to make intelligent progress toward providing in 
connection with the work those social satisfactions which are a part of the 
worker’s reward and which make him willing to cooperate more effectively 
in the common economic purpose of the enterprise 

Business managers will find the book valuable for its suggestions as to how 
to go about the study of their particular problem of improving morale and 
securing the benefits of increased output that come with it Students of labor 
and social problems will find the book a mine of information as to practical 
methods or study, and this feature bulks largest in the book 

James A. Campbell 
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Shallcross, R. E. Industrial homework: an analysts of homework regulation, 
here and abroad, (New York: Industrial Affairs Pub Co. 1939 Pp xi, 257 ) 

Sharp, M. and Gregory, C. O Social change and labor law. (Chicago Univ 
of Chicago Press. 1939. Pp vii, 175 $2 ) 

Slighter, S H Economic factors affecting industrial relations policy in the war 
period. Industrial rel monog no 3. (New York: Industrial Relations Coun- 
selors. 1939 Pp 32 $1 ) 

Stone, N. I , assisted by Cahen, A and Nelson, S Productivity of labor in 
the cotton- garment industry Bull no 662 (Washington U S Bur of Labor 
Stat. 1939 Pp viii, 139 20c ) 

Strackbein, O R The prevailing minimum wage standard: a study of the wage 
standard established by the United States government for the purchase of its 
supplies. (Washington- Graphic Arts Press 1939 Pp vii, 187 $2 50 ) 
The author is a member of the Public Contracts Board, which undertakes 
the investigations to assist the Secretary of Labor on fixing the prevailing 
minimum wages which contractors must pay when they furnish the varied 
supplies purchased by the United States government (Public Contracts act of 
1936). Inasmuch as minimum wages vary with locality, size of establishment, 
population density, division of manufacturing processes, policies of employers, 
length of service, degree of mechanization and other minor factors, the Board 
has a task of overwhelming complexity The author discusses the application 
of the prevailing minimum-wage standards in the boot and shoe, iron and 
steel, aircraft, soap and cement industries. The presentation is weakened, 
somewhat, by the use of assumed statistical data in the discussion of the sig- 
nificance of locality in the boot and shoe industry, but minimum-wage de- 
terminations in the other industries are presented with much enlightening data 
gathered by the Board, as well as inside information about the reasoning which 
supported the varied recommendations. Producing establishments are grouped 
by zones, and median, modal or even quartile clusterings of wages are utilized 
for discovering standards which may oe regarded as * ‘prevailing.” The book 
IS appropriately dedicated “to the growing administrative spirit which seeks 
in facts the wisdom of its course ” TTie wage regulations of the NRA, WPA, 
and PWA and government building and supply contracts are relatively new 
experiments in the United States, although such legal wage fixing has been 
undertaken for many years in Australia, New Zealand and England This 
careful analysis of initial experiments is an important public service 

Lucile Eaves 

Uminski, S The progress of labor in the United States. (New York- House of 
Field 1939 Pp 254. $2.50.) 

ViAU, J. M Hours and wages in American organized labor. (New York: Put- 
nam's 1939 Pp xiii, 301. $2 50 ) 

This is a resume of the movement for shorter hours and higher wages in 
the United States, with some description of early events in the history of labor 
unions and of wage-hour legislation which has nation-wide coverage The book 
was undoubtedly planned for use as a textbook in Catholic schools and col- 
leges The writer's interest centers in the attitudes of labor leaders, industrialists, 
and others toward the desirability of shorter hours and higher wages, and 
toward collective bargaining as a means of achieving these aims The book 
is therefore heavily weighted with citations from the speeches of Messrs. Gom- 
pers and Green, the proceedings of conventions of the American Federation of 
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Labor, the pronouncements of the National Association of Manufacturers, and 
the Encyclicals of Pope Pius XI and Pope Leo XIII 

Little use is made of the increasing volume of statistical materials now avail- 
able on wage rates, earnings, hours of work, and employment in specific indus- 
tries or occupational groups Although the treatment is historical, no clear 
picture emerges of the changing economic fortunes of any one group of work- 
ers, or of American workers in general, as the result of legislative and col- 
lective bargaining efforts to secure shorter hours and higher wages The ap- 
pendix materials presented are not sufficiently dated or documented to be 
useful. 

The organization of the material is confusing There is, for example, a 
chapter on 'The teaching of the church on hours and wages'' inserted between 
discussions of various aspects of the National Industrial Recovery act Its 
connection with the other material presented is not made clear The discussion 
of the economic as opposed to the ethical aspects of wage and hour problems, 
which is scattered through the text, would have been clearer if concentrated 
in a single chapter. 

Although elsewhere the writer shows an understanding of wage bargaining 
problems, the introductory chapter states (p. 18) that inequalities of bargain- 
ing power between workers and their employers are the result of differences 
in mental capacity m the two groups The writer’s conclusion may be summar- 
ized in the following quotation* "Labor was justified in demanding the shorten- 
ing of the former extremely long work day and work week Labor through 
the process of shortening the daily and weekly hours of labor and insisting upon 
the same or higher money wage made great headway in securing for itself some 
of the gams in economic efficiency and progress. . . It is very probable that 
the work week as now constituted, about 40-44 hours, should considered 
a normal work week The problem of increasing the real wages of labor and of 
absorbing our vast army of unemployed can be solved more efficiently . if 
labor would insist upon a more equitable distribution of income and leave 
the length of the work week as it stands ’’ After some discussion of the latter 
point in relation to the findings of recent Brookings studies, Sister Viau con- 
cludes further that reduction of prices will benefit a larger proportion of the 
population than wage increases, and is therefore to be preferred as a means of 
securing a "more equitable distribution of income ’’ 

Gladys L Palmer 

Wagner, A. Labor legislation in China, (Peking Yenching Univ 1938 Pp in, 
301 ) 

Wright, C M Here comes labor. (New York Macmillan. 1939 Pp 122 60c.) 

This little book on labor is written for popular consumption and seeks to 
explain such current questions as. what does labor want, where is it going, 
and what does labor's present resurgence mean for the average citizen^ In 
answer to these questions the author points out that labor wants freedom to 
organize and bargain collectively, recognition of the unions by employers, and 
more of the material goods necessary to provide a higher standard of living. 
As to where labor is going and what it means, the author makes brief observa- 
tions on labor structure (including the C I O -A. F of L split), labor prac- 
tices, labor and politics, and New Deal labor legislation The author views with 
some concern the possibility of labor's losing some of the freedom for which 
it has fought so long through too great a reliance upon legislation 
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Not a book for the labor student, its easy journalistic style and non-technical 
language should give it a wide appeal to the average layman for whom it is 
intended. 

E. B. McNatt 

ZiMAND, G. F. Child labor facts, 1959-1940, (New York- Nat Child Labor 
Committee 1939 Pp 38 25c.) 

Annual report of the chief inspector of factories for the year 1938. (London 
H M Stationery Office. New York- British Lib. of Information. 1939 Pp 133 
60c.) 

Collective bargaining in the newspaper industry: a study oj newswriters or- 
ganizations and representative unions in the mechanical trades and an analysis 
of the effects upon interstate commerce of industrial conflict within the in- 
dustry. Nat Laoor Rel Board bull. no. 3 (Washington Supt Docs 1939. 
Pp X, 194 30c ) 

Facilities for the use of worker f leisure during holidays. Stud and rep , ser G, 
no 5 (Geneva and New York. Internat Labour Office 1939 Pp 96 75c) 
Hourly earnings in knit-goods industries (other than hosiery) September, 1938. 
From Monthly Labor Review, Nov , 1939 (Washington Supt Docs 1939 
Pp 30) 

Hours and earnings in certain men*s-wear industries - caps and cloth hats, neck- 
wear, work and knit gloves, handkerchiefs. Bull of the Women's Bur no 
163-6. (Washington Supt Docs 1939 Pp v, 22 5c ) 

Industrial Commission of Wisconsin: biennial report, 1936-1938. (Madison 
Ind Commission of Wis 1939 Pp 78.) 

Legal status of women in the United States of America, January 1, 1938 - report 
for California. BuW of the Women’s Bur. no 157-4 (Washington* Supt Docs 
1939. Pp 20 5c) 

Money disbursements of wage earners and clerical workers in five cities in the 
West North Central-Mountain region, 1934-36. Bull. 641 (Washington U S 
Bur. of Labor Stat. 1939. Pp. 390 35c ) 

National Labor Relations act: hearings, 76th Cong., 1st sess , on S. 1000, S. 1264, 
S 1392, S. 1330, S. 1380, and S 2123 bills to amend the National Labor Re- 
lations act Parts 12-23 (Washington Senate Committee on Educ and Labor. 
1939. Pp. 2175-2379, 2381-2573, 2575-2749, 2751-2939, 2941-3156, 3157- 
3362; 3363-3565; 3567-3765, 3767-3962, 3963-4156; 4157-4377, 4379- 
4633. Parts 12-15, 20c, Parts 16-23, 25c) 

National Labor Relations act: hearings, 76th Cong., 1st sess., relative to proposed 
amendments to the National Labor Relations act (eight volumes), supplement. 
(Washington: House Committee on Labor 1939 Pp 83 15c ) 

Profit sharing: hearings, 73th Cong , 3rd sess , pursuant to S. Res. 213, providing 
for an investigation of existing profit-sharing systems between employers and 
employees in the United States, November 21 to December 14, 1938. (Wash- 
ington- Senate Finance Committee 1938 Pp 591. 60c ) 

Shift schedules in continuous-process industries, including the effects of the Fair 
Labor Standards act of 1938 upon such schedules. (Stanford University, Calif , 
Stanford Univ Div. of Ind Rel. 1939. Pp v, 26 ) 

Survey of experiences in profit sharing and possibilities of incentive taxation, re- 
port of subcommittee to we Committee on Finance, United States Senate, pur- 
suant to S. Res. 213 (73th Congress), resolution providing for an investigation 
of existing profit sharing systems between employers and employees in the 
United States. (Washington: Supt. Docs. 1939. Pp. 351. 30c) 
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Urban negro worker tn United States, 1925-1936. Vol. 11. Male negro skilled 
workers m the United States, 1930-1936. (Washington. Interior Dept Office 
of Adviser on Negro Affairs 1939 Pp 87 25c.) 


Money, Prices, Credit, and Banking 

Consumer Credit and Economic Stability. By Rolf Nugent. (New York* 
Russell Sage Foundation. 1939. Pp. 420. $3 00 ) 

This book presents the results of an investigation initiated in 1934 by 
the Consumers’ Advisory Board of the National Recovery Administration 
and carried on with the support of the Russell Sage Foundation under the 
direction of Dr Rolf Nugent, director of the Foundation’s Department of 
Consumer Credit Studies It is an important contribution to the literature 
of consumer credit, making available an impressive amount of statistical 
material in a hitherto neglected field 

In part 1 of the book Dr Nugent traces the development of consumer 
credit and of the agencies extending it between 1800 and 1938 The treat- 
ment for the early years is necessarily general, but for the years since 1922 
a clear and comprehensive picture of the quantitative aspects of consumer 
credit IS for the first time presented Part 3 is devoted to a detailed study 
of the sources of data and the methods used in developing estimates of 
receivables of four general classes of consumer credit agencies, retail mer- 
chants, service creditors, intermediary financing agencies and cash-lending 
agencies The fullness of the description inevitably suggests grounds for 
disagreement, but the discussion of data and method will prove extremely 
valuable to the statistician doing further work in this field and to the 
economist considering the author’s theoretical conclusions 

Repeated warnings are given throughout the book that the estimates 
for the early years are merely crude approximations and that large potential 
errors are inherent in the estimates even for recent years This would appear 
especially true with respect to the estimates of receivables of service creditors 
and of the loan balances of cash-lending agencies The regular use of foot- 
notes to indicate the sources of material and the bases of estimates contained 
in the 67 tables and charts would have increased the convenience of the 
book for reference purposes and would have decreased the danger that the 
figures will be quoted without the warnings and qualifications contained 
in the text 

Three functional categories of consumer credit are identified The oldest 
of these, consumers’ deficit financing, is particularly difficult to measure 
because it represents varying proportions of the receivables of many types 
of creditors Dr. Nugent finds that while consumers’ deficit financing 
moves inversely with the business cycle, income-period financing and con- 
sumers’ capital financing move directly with the business cycle, &eir move- 
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ments depending largely on changes in volume of retail sales. Until the 
late 1920's, credit used for financing consumption between dates when in- 
comes are paid represented the largest category of consumer credit; but 
consumers* capital financing has increased as a result of competition in the 
market for consumers* durable goods until it now dominates the ag- 
gregate movement of consumer credit, and the cyclical movements of this 
category of consumer credit appear to Dr. Nugent to be increasing in am- 
plitude. 

The theoretical conclusions are to be found in part 2 of the book, * ‘Eco- 
nomic consequences of consumer credit fluctuations ** Taking the incom- 
plete utilization of the factors of production as his point of departure, and 
relying heavily on J M Keynes for his theoretical analysis, Dr Nugent 
concludes (p 220) that “the expansion of consumer credit accelerates and 
prolongs the boom, while its contraction deepens, widens, and prolongs 
the depression *’ He urges that control of consumers* capital financing, the 
most volatile category of consumer credit, is desirable in the interest of 
stability, and that the control can best be exercised by manipulating the 
requirements with respect to down-payments and periods of amortization 
in the installment sales of consumers* durable goods. He looks to the super- 
vision of banks under the federal reserve system, and to the limitation of 
portfolios of banks to consumer paper which meets requirements fixed by 
the “system,** as the means of stabilizing the outstanding amount of con- 
sumer credit Curiously enough, the author suggests that representatives of 
consumer financing agencies and of manufacturers of consumers* durable 
goods participate with the central banking authorities in the formulation 
of policies for the control of the terms of credit. 

The theoretical analysis appears to the present reviewer to have the 
distortion common to theories of the business cycle in which one of the 
many elements whose interaction produces the cycle is singled out as being 
of primary importance. It rests, in any case, upon data which, though by 
far the most comprehensive thus far produced, are admittedly tentative in 
character. 

Henrietta C. Jennings 

Wheaton College, Massachusetts 

Personal Finance Comes of Age, By M R. Neifeld. (New York: Harper. 

1939. Pp. ix, 324. $3 50 ) 

“An authoritative and comprehensive statement of the present legal, social 
and business status of the small-loan business throughout the country.** 
Thus does the jacket of this book describe the publication by the economist 
for the Beneficial Management Corporation, one of the largest operating 
units in the so-called small-loan field. Dr. Neifeld has written from the 
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inside and has presented the most comprehensive study that has yet appeared 
in this general area of consumer credit. In the main the work is descriptive 
and historical and presents the subject in such detail as to give a clear 
picture of this relative newcomer in lending in the United States. It is 
quite evident that the author is thoroughly convinced of the socially de- 
sirable function performed by small-loan companies, so much so that he 
does not, in the opinion of this reviewer, take proper account of the 
criticisms that have arisen in connection with lending by small-loan com- 
panies. Perhaps this is not a legitimate criticism if Dr Neifeld is attempt- 
ing only the task of showing what these companies do rather than of pre- 
senting a complete justification for all their practices 

The numerous statistical tables and data bear witness to the author’s 
industry and to his knowledge of the subject he presents. Space permits 
only a few observations that impress one reviewer as significant and in- 
teresting. The typical borrower from a small-loan company is not so much 
interested in the rate of interest he has to pay as he is in being able to 
secure, without embarrassment, the money needed (pp 40-41) As to the 
rate that should be fixed by law, Dr Neifeld says that “too low a rate will 
not attract capital; or , . too drastic a reduction will cause capital to leave 
the field open to operators who disregard the law” (p 52). And yet, in 
another place he says that “the small-loan operator himself can control, as 
a matter of management policy through selection of the size of the loan 
and by elimination of the unprofitable brackets from his operations, where 
the break-even point shall come and the extent of the profits” (p 176) 
Does this not mean that all those studies made to show what rate of 
interest is required and what profit results from a given rate (as King’s 
study for New Jersey) are inconclusive because the rate charged determines 
the clientele that will be served The fixing of a proper rate becomes, then, 
it would seem, a sociological problem of determining what borrower is 
to be accepted rather than the simple financial problem of a rate that will 
give a reasonable return to capital invested The lower the rate the more 
selective the clients served Dr Neifeld is first of the authors in this field 
to admit, by implication, the validity of this view which, if true, makes prac- 
tically worthless those studies designed to show that a given rate is requisite 
to the earning of a given return on capital Along the same line he holds 
that “when it comes down to the practical matter of comparing operations 
company by company, the yardstick of price is inadequate. The extent 
of the service and the degree to which public policy is best served become 
important accompaniments of a given rate” (p 88). As to earnings, re- 
ports to various banking departments show that for 1936 earnings of small- 
loan companies, before interest on borrowed and capital funds, were 8.28 
per cent on assets used and useful in the business (p. 212). 

That competition is not sufficient to bring rates down is apparent when. 
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as Dr. Neifeld discloses, small-loan company operations fit into the cate- 
gory of ‘‘decreasing cost per loan as the volume of loans increases*' (p. 
204). One method of reducing interest rates, it would appear therefore, 
is a drastic limitation of the number of companies relative to population 
served. 

The author has a high regard for the capacity of the small-loan com- 
panies to adopt self-regulation in the public interest “To other business 
and industry went the honor of formulating Code No. 1 [under N.I R A.], 
but to personal finance came the satisfaction that its house was swept and 
garnished, the lamps trimmed and burning brightly before the clarion call 
to righteousness had penetrated to those cowering in the economic under- 
brush’’ (p 74). Then, why need regulation by law^ 

At the risk of appearing to be ungracious in commenting upon a book 
so packed with useful information, the reviewer expresses regret that the 
bibliography (not listed as “selective”) omits mention of the only serious 
criticism of small-loan company operations that has appeared in this jour- 
nal ^ It also gives no reference to a round-table discussion of this general 
subject, favorable and unfavorable, at the annual meeting of the American 
Economic Association in 1930 ^ 

Clyde Olin Fisher 

Wesleyan University 

The Found Sterling' A Study of the Balances of Payments of the Sterling 
Area By Imre de Vegh. (New York* Scudder, Stevens and Clark 
1939. Pp. VI, 130. Gratis ) 

These eight studies of the sterling area, for the years 1931-38, are a 
bold innovation in the field of special-area balances of payments That 
type of study was originated by Dr Rufus S. Tucker, in his tables of 
payments between the United States and each continent; see the Com- 
merce Department’s pamphlet. Balance of International Payments of the 
United States in 1934. 

Five years later the special-area idea was advanced to cover payments be- 
tween two countries. A study of payments between the United States 
and the United Kingdom during 1928, by the reviewer, first appeared in 
Commerce Reports, published by the Department of Commerce A year 
later Professor Ralph Young did a similar study for that weekly. 

A Franco- American balance of payments, by the reviewer, appeared in 
The Annalist, November 8, 1929 A Japanese- American study, by Her- 
bert M. Bratter, will be found in Commerce Reports, January 19, 1931. 
An annual series of Canadian-American studies, by Herbert Marshall 

‘ C O Fisher, "Small Loans Problem Connecticut Experience,” Am Econ Rev , June, 
1929, pp 181-197. 

*"The Small-Loan Business,” Am Econ, Rev Suppl , March, 1931, pp 11-26 
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of the Dominion Bureau of Statistics, was begun at about that time; Mr. 
Marshall’s able work was the principal base of a study by the Carnegie 
Peace Foundation. When George N. Peek was special adviser on Foreign 
Trade, around 1935, special-area studies of payments between the United 
States and each of numerous countries were made, these, however, were 
but indifferently done and received little attention. 

Colonial studies began with a highly enlightening survey of payments 
between the United States and the Philippines by Dr. Tucker in the 
Harvard Business Review, October, 1929. Official surveys of payments be- 
tween The Netherlands and its principal colony were begun about three 
years ago. 

Mr. de Vegh’s report must be noted by every student of balances of 
payments, if only to appraise the results of serious research with a new 
concept Those results seem, however, rather thin. Definite conclusions, 
adduced from the new balances of payments, are few. De Vegh is com- 
mendably cautious in his reservations. 

The author displays impressively broad and detailed knowledge of 
international dealings m recent years Especially valuable is his report on 
the Exchange Equalization Account of the Bank of England (pp 90-99) 
In later pages he lists reasons for concluding — not directly from his sta- 
tistics — that ''weakness and dangers . . . combine to make the pound 
sterling a very poor risk” (p 111). "A stoppage of gold purchases by 
the United States Treasury . . . would precipitate a major crisis in the 
position of the pound” (p. 110) 

De Vegh’s method of bulking the international payments of 12 coun- 
tries, identified as within the sterling area, seems dubious A balance of 
payments must have a definite period and a sharp area. And the sterling 
area has but vague boundaries The "full sterling-reserve” countries seem 
definite enough (p 8); but some of the countries "holding sterling re- 
serves” are in a changing twilight zone. (The omission of Greece from 
the latter group is a minor oversight ) At most, should not the author 
have confined his studies to the "full sterling-reserve” area^ 

De Vegh counts new gold production as a balance-of -payments credit 
(pp. 19, 21, and 28-9). Gold does possess "unlimited marketability” 
(p. 18), and it is the very smew of sterling exchange; but should it 
enter any balance of payments until it has left the producing country or 
been earmarked there? Would it not have been better to exclude new 
gold production from the tables but cover it in detail in the text? As 
regards one important gold-producing country (Canada), the reviewer 
finds that, marginally, gold strongly tends "to follow the loan.” If this 
should be found true of South Africa, also, new gold production can be 
counted upon for sterling support only guardedly. 

Ray Ovid Hall 

Washington, D.C. 
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NEW BOOKS 

Arndt, E. H. D. The South African mints. Pubs ser no iii, arts and soc sci 
no. 9. (Pretoria Univ of Pretoria 1939 Pp vi, 115 3s 6d ) 

CoNOLLY, F. G. Reflections on the cheap-money policy, particularly in England. 
Suppl. to Svenska Handelsbanken's Index, Oct, 1939. (Stockholm: Svenska 
Handelsbanken 1939 Pp. 20. 1 krona ) 

Dutt, S N The economics and law of central hanking. (Calcutta. Chucker- 
vertty Chatterjee 1939 Pp. 26. 6 annas ) 

Emden, P. H. Money powers of Europe in the nineteenth and twentieth centuries. 
(New York and London. Appleton-Century. 1938. Pp xii, 428 $3 50 ) 

The money powers are bankers and banks No one receives enough attention 
to arouse deep interest or real understanding. The arrangement is neither 
logical nor chronological The chapters are rambling notes from books read 
but only partly digested. Many tales are started; none are finished. There is 
no thesis and no pattern, 

N S B G. 

Foster, W. T. Loan sharks and their victims Public affairs pamph no 39 
(New York* Public Affairs Committee. 1940 Pp 31 10c ) 

Gilbert, M. Currency depreciation, 1929^19 33. A dissertation (Philadelphia. 
Univ. of Pennsylvania. 1939 Pp xiii, 167.) 

Graham, F. D and Whittlesey, C R. Golden avalanche. (Princeton* Prince- 
ton Univ Press 1939 Pp xv, 233. $2 50 ) 

Graham, M K. ^ handbook of monetary theory. (Nashville* Parthenon Press. 
1939 Pp 78 ) 

Mr Graham states in his foreword that because of their rich and varied in- 
formation the essays in Professor Arthur Gayer’s Lessons in Monetary Ex- 
perience should be abstracted for clarification and study An abstract for Gra- 
ham’s own use is here offered to assist others in comprehending this valuable 
compilation of monetary essays As with most abstracts, the condensation of 
material covering many pages in the original results in some ambiguities, al- 
though on the whole Mr Graham’s abstract is clear and will prove especially 
helpful to graduate students. 

William Withers 

Helms, L A The contributions of Lord Over stone to the theory of currency and 
banking. Stud, in the soc sci, vol, xxiv, no 4. (Urbana. Univ of Illinois 
Press. 1939. Pp 142 $1 50 ) 

Holgate, W C E The contingent liabilities of the English commercial hanks. 
(London Gee 1939 Pp via, 77 5s ) 

James, F. C. A colloquy on branch banking: contemporary questions and answers. 
(New York. Am Economists Council for the Study of Branch Banking 
1939 Pp 28 Gratis ) 

Kamp, M. E. Die geldliche Wechsellagenlehre : Darstellung und Kritik der geld- 
lichen Wechseflagentheorien von Hawtrey, Wicksell und Hayek (Jena* 
Fischer 1939 Pp 143. RM. 4 50 ) 

Lester, R A. Monetary experiments: early American and recent Scandinavian. 
(Princeton* Princeton Univ Press. 1939 Pp xvii, 316 $3 50 ) 

Lindahl, E Money and capital, (London: Allen and Unwin 1939 Pp 391. 10s 
6d ) 
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Muhlenhoff, H Die englische Wahrungsabwertung und die wirtschaftlichen 
Wechsellagen. (Jena* Fischer 1939 Pp. vui, 136. RM. 5 ) 

Rose, M. and Horne, R L Money, Rev. ed. (Chicago Univ of Chicago Press 
1939. Pp. 43 25c) 

Schneider, F. P. Zur Theorie der Goldwahrung (Jena* Fischer 1939. Pp. vai, 
176 RM. 7 50.) 

Steffen, R T. Cases on commercial and investment paper, (Chicago; Founda- 
tion Press 1939. Pp 965. $6 ) 

Thornton, H. The paper credit of Great Britain, Edited by F A, voN Hayek 
(New York. Farrar and Rinehart 1939. Pp 368 $3 50 ) 

This volume is a reprint of Henry Thornton’s famous Enquiry into the Na- 
ture and Effects of the Paper Credit of Great Britain, first published in London 
m 1802. In addition to the Enquiry, the volume contains three appendixes, the 
first presenting the evidence of Henry Thornton before committees of secrecy 
of both Houses of Parliament on the Bank of England, March and April, 1797. 
Appendix 2 consists of some of Thornton’s manuscript notes on the Bank 
restriction (1804) , and the last appendix comprises two speeches by Thornton 
on the Bullion report, in 1811 

So much for the reprints The publishers secured the services of F A. v. 
Hayek to edit the volume, and Hayek’s introduction of some 63 pages adds 
materially in the interest of the book The introduction is biographical in 
character, the first part describing the man Thornton, his inheritance and his 
environment, the second section dealing more largely with Thornton’s work 
and the value of his contributions Some excellent bibliographical notes are also 
appended to the introduction. 

The publishers are to be congratulated in undertaking the r^rinting of this 
and other outstanding early works, now out of print and difficult to obtain 
Through this undertaking, known as "The Library of Economics,” students will 
be enabled at a moderate price to possess their own copies of the more famous 
books and studies of these brilliant early economists 

Frederick A Bradford 


Watkins, L L Commercial banking reform in the United States, with especial 
reference to the 100 per cent plan and the regulation of interest rates on bank 
deposits Michigan bus stud , vol viii, no 5. (Ann Arbor Univ of Michigan 
Bur of Bus Res 1938 Pp 133 $1 ) 

This monograph is divided into two parts, the first dealing with programs of 
regulation and reform, and the seconcf with the regulation of interest on de- 
posits The bulk of part 1 is taken up with an analysis and appraisal of the 100 
per cent reserve plan Professor Watkins considers a number of plans coming 
under this general head, subjects them to analysis and criticism, and finally 
concludes that a compromise system is probable. 

The second part constitutes a well-rounded discussion, including historical 
background, of the regulation of interest on bank deposits, and contains some 
acute suggestions on the part of the author in respect to the possibility of credit 
control through alterations in such interest rates by the regulatory authority 

Perhaps the most pertinent criticism of this interesting study, and a relatively 
minor one, is that the title is too comprehensive A number of significant phases 
of commercial banking reform are not considered or are mentioned only cas- 
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ually. Those aspects which are treated, however, have been covered in thorough 
and satisfactory fashion 

Frederick A Bradford 

Westerfield, R. B Commercial hanking attitudes towaid federal savings and 
loan associations. (Chicago U S. Savings and Loan League 1939 Pp 20 ) 
Wilcox, F E ^ statistical study of credit unions in New York. (Chicago:^ 
Univ. of Chicago School of Business 1940 Pp ix, 91. $1 ) 

Wood, E English theories of central banking control, 1819-1858, with some 
account of contemporary procedure. Harvard econ. stud , vol. Ixiv. (Cam- 
bridge* Harvard Univ Press 1939 Pp xiii, 250. $5.) 

Silver Purchase act: hearings, 76th Cong , 1st sess , on S 785 bill to repeal the 
Silver Purchase act of 1934, to provide for the sale of silver, and for other 
purposes (Washington Senate Banking and Currency Committee 1939 Pp. 
150. 15c.) 


Public Finance, Taxation, and Tariff 

The Federal Income Tax. By Roy G. Blake y and Gladys C. Blake y. 
(New York: Longmans Green 1940 Pp 650 $7 50 ) 

In this work, the long labors of Professor and Mrs Blakey on federal 
taxation reach a fitting climax. Those numerous articles in the Review and 
indeed all else that they have written seem but preparation for this, the 
real task ahead. To it, they brought not only academic preparation, but the 
experience gained by Professor Blakey during several years in Washington 
and enriched by many contacts with legislators and administrators Secre- 
tary Cordell Hull, who, in the words of Professor Blakey, "has probably 
done more than any other living man to establish and develop a good 
income tax in the United States" was particularly interested and helpful. 
Indeed, it seemed probable at one time that he would collaborate in writing 
the book. Judge William Green, for a long period Chairman of the Ways 
and Means Committee, is also credited with giving much assistance Several 
prominent tax administrators are also mentioned as being helpful. 

The book itself includes twenty-four chapters. The first traces the origin 
of the movement for an income tax, and the second discusses the corpora- 
tion excise tax of 1909 and the sixteenth amendment. These are followed 
by eighteen chapters, each treating a revenue act, or the tax measures of an 
act bearing another title, and discussing any controversies that may have 
arisen in connection with it. In this way the issues of excess profits, estate, 
and undistributed profits taxation are included. The next three chapters 
deal with the special problems of the evolution of the definition of taxable 
income, rates and exemptions, and administration The last chapter under- 
takes an evaluation of the income tax. Supporting references are numerous 
throughout the text and an extensive bibliography is attached 
The treatment is in the historical emphasis. Thus the income tax is 
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viewed not as a finished instrument of revenue, but as one in process, 
shaped by many influences. The economic and social setting, the political 
issues, the debates in Congress, the work of committees, the decisions of 
judges, and the task of administration all find a place in the pages of this 
book. The discussion is often illuminated — and most effectively — by side 
lights Thus in locating the origin of the movement for an income tax, 
the state of residence of each member of Congress introducing a bill for 
an income tax is given The influence of Secretary (then Representative) 
Hull’s study of British income tax is shown in the first draft of the income- 
tax law of 1913 which he prepared Side lights of a different kind are 
given by well-chosen quotations from newspapers, political speeches, biog- 
raphies, and by occasional characterizations of leading figures in the events 
described The facts behind the facts are not neglected Here is no dry 
tale of tax changes but living history 

The reviewer was particularly impressed with the first two chapters, 
which treat the origin and beginning of income taxation. They trace the 
way from a movement arising out of social and economic conditions in 
the West and South to a statute of Congress and an amendment to the 
Constitution, and make of it a story at once convincing and interesting 
The next eighteen, the body of the book, may be characterized as an excel- 
lent history of the operations of the income tax The last four chapters 
attract the student of taxation because of the broad issues that they examine 
in the light of the preceding historical material The answers are, as would 
be expected from the treatment, in the historical emphasis 

This book bears the marks of solid, painstaking scholarship But it was 
written for the reader The sentences and paragraphs used yield clear 
meanings The numerous tables and charts included are used effectively. 
And the result is not only instructive but interesting. In short, here is a 
work of outstanding quality. 

M. Slade Kendrick 

Cornell University 

The Treasury and Monetary Policy, 1933-1938 By G Griffith Johnson, 
Jr. Harvard Univ. Dept, of Govt. ser. (Cambridge; Harvard Univ. 
Press 1939 pp. 230 ) 

Entering office at the nadir of the depression, the public in a tragic state, 
the Roosevelt Administration, with a mandate from the people to ’’save 
them,” chose to take first, for the way out, what were considered extraor- 
dinary measures in the money and banking field. But in this area there 
had been nurtured the tradition that politics and money should be kept 
apart, that credit control was something to be reserved for an independent, 
non-political agency This, indeed, was a paradoxical situation in a sup- 
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posedly democratic coiintiy, where even the highly-prized and much- 
worshipped Constitution gave Congress the expliat power "to com money 
and regulate the value thereof." 

Strangely enough, the restoration of confidence was immediately sought 
by departing from that supposed bulwark of confidence — ^the gold standard 
To those who may be sceptical, it would seem that the author oflfers con- 
vinang testimony that there is no sanctity in the gold standard; that it is 
but a means to an end, and has been so treated by other nations when it 
stood in the way of desired goals Dr. Johnson offers no encouragement 
to those who yearn for the restoration of gold, arguing that such a step 
would be futile under the existing disequilibrium, and advocates, as an 
alternative, cooperation among the exchange funds 

Following an analysis of the gold policy, the author takes up in turn 
the most important channels through which the Treasury’s power has 
been exerted — ^the stabilization fund, gold sterilization, and the silver pur- 
chase program But it is emphasized that subsequent events and policies 
were largely shaped "by the revaluation of the dollar, as a result both of 
the fixation itself in terms of gold and of the level of fixation." There are 
traced in considerable detail these monetary policies and their consequences 

The pivotal decisions respecting monetary policies have been made 
not by the Treasury Department but by the President This is stated to be 
due not only to the American governmental set-up, but to the immense 
personal and political prestige of Roosevelt In handling most of the 
monetary policies, the Administration possessed an extraordinary amount 
of discretion. Congress delegated to the Executive not merely almost com- 
plete discretion in actual operations, but the power to make fundamental 
policy decisions. The criteria by which the newly acquired powers were to 
be exercised were largely the conceptions of "the public interest" held by 
the President and his associates 

Dr Johnson’s work shows clearly how the government took control of 
central banking powers out of private hands and placed it with its own 
agencies. This intrusion upon the functions of the federal reserve system 
as it had been operated is due to its close relationship to private business 
and finance. The Administration chose not to risk the implementing of 
its social objectives by the privately owned and operated reserve banks 
In contrast with the financial power working through the New York Re- 
serve Bank, the source of dominance of the Administration’s power in 
monetary affairs has been the national community Policies were launched, 
organizations created and techniques undertaken deliberately for the further- 
ing of the well-being of the nation. Why should monetary policy ever 
have been left to the control of individuals outside the political frame- 
work of government — to, for example, the Federal Reserve Bank of New 
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York? The Roosevelt Administration undertook to achieve recovery not 
merely through monetary instruments but by comprehensive fiscal pro- 
grams. Upon the present state of complexity and interdependence in our 
social order are thus piled a ma2e of intricate and subtle threads of money, 
credit, and finance, the vast influence of which is evident with profound 
consequences for the future. 

In the new order of things, Dr Johnson holds that the broad socio- 
economic problems facing the country purporting to be a democracy are 
properly subject to parliamentary direction and executive control, that the 
monetary and fiscal problems are necessarily bound up with them, and that 
the solution of them all definitely rests with the government. There are 
dangers in the political management of money and credit to be sure, but 
these are considered relatively insignificant in view of the breakdown of 
capitalistic democratic economy The work is a good descriptive and ana- 
lytical survey of the development of monetary policies during those years 
of rapid change. In organization and balanced judgment, it leaves little 
to be desired Although the author allows no doubt of his preference for 
democracy and of his desire to maintain democratic controls, he admits 
that this is one of the important problems awaiting solution in the future. 

Lawrence Clark 

Hunter College 

State and Federal Grants-in-Aid. By Henry J. Bittermann. (New York 
Mentzer Bush 1938 Pp x, 550. $4.00.) 

Although Professor Bittermann does not claim to have given a definitive 
treatment of the subject of state and federal grants-in-aid, his book easily 
ranks as the most comprehensive study that has yet been made in the 
United States It is essentially an analytical inquiry into the use of the 
subvention from the standpoints both of finance and administration. The 
importance of such a study is apparent from the fact that the annual ex- 
penditure for grants-in-aid now approximates a billion dollars, while the 
states "expend about a fourth of their revenues in this way " Federal grants 
have come into much prominence recently because of the broad and exten- 
sive relief program, yet state subventions have occurred over a much longer 
period and have been, in the main, of much greater fiscal significance. 

The grant-in-aid, as used by Professor Bittermann, is a subsidy from a 
higher to a lower order of government "to defray part of the cost of a 
service administered by the local authority" The central government 
usually imposes certain restrictions or conditions under which funds must 
be administered. The purpose of subsidies has been primarily to improve 
the standard of local services or to eflFect a given minimum of efficiency, 
though not to reduce the standards of all localities to the same level of 
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equality. Thus the grant-in-aid has proved a powerful lever by which to 
force local government officials who are indiflFerent to the needs of the 
community, to accept standards that are set by the central government 
Failure to do so may mean the loss of subsidies and an increase in local tax 
rates. While states have the option of using other fiscal devices, such as the 
sharing of taxes with localities or permitting additional rates to be imposed, 
the federal government, except for powers expressly granted by the con- 
stitution, is, in the promotion of national policy, more definitely limited 
to the use of grants-in-aid. In the main, however, federal subventions are 
of much more recent origin than those of the states. 

The two mam activities in which American state governments have made 
direct grants to local governments are schools and highways Public school 
systems were established as a result of financial assistance derived from state 
surplus revenues and from federal land grants Frequently also state con- 
stitutions have provided that receipts from specified sources of revenue 
should be appropriated to the public schools There has been a notable 
rise in per capita grants-m-aid for schools during recent decades, especially 
in those states whose tax sources are independent of local revenues During 
the nineteenth century, the maintenance of highways fell almost entirely 
to local administration and finance. This policy was greatly changed when 
new sources of revenue were discovered through levies on motor vehicle 
and motor fuel taxes For all purposes state subventions reached a total 
in 1932 of $618,587,000 Following this year, relief became an important 
item in state contributions, while since 1937 it has been necessary to pro- 
vide funds for the social security program. Thus '"estimating state expendi- 
tures as approximately $2,200,000,000 annually and local revenues as 
about four and a half billions, it may be inferred that grants-in-aid have 
in recent years represented about 45 to 50 per cent of state expenditures 
and from 18 to 20 per cent of local revenue receipts ” The aggregate of 
federal grants for highways, public health, the improvement of agriculture, 
extension teaching, vocational education and other purposes, increased from 
$2,703,000 in 1902 to $238,068,000 in 1932 Such grants had a phe- 
nomenal rise in 1933 and the years following, as a result of the federal 
relief program, and it may be said that not only have the "traditional 
methods of public finance and administration been greatly modified," but 
also even if abandoned, federal relief activity has greatly affected the 
relations of the national government with the states and of state govern- 
ments with local affairs. 

Professor Bittermann is to be highly commended for the objective and 
scientific appraisal which he has made of the grant-in-aid as a fiscal device. 
He readily admits that this device is not the sole or entire solution of the 
problems of local governments, but holds that both federal and state sub- 
ventions may be used to stimulate inferior governments to conform with 
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given standards or to undertake new services. A program of reform may 
be facilitated when opposition would be offered to direct control by a 
central authority. The author feels that an extension of grants to include 
new services might well be made, especially in the fields of public health, 
social security, and general education. It might even be advantageous for 
the states to aid the municipalities in the more debatable realm of crime 
control and police work One may agree with Professor Bitterman’s final 
conclusion that the grant-in-aid ’*is the most practicable way of reestab- 
lishing an equilibrium between central and local finance ** 

Tipton R. Snavely 

University of Virginia 

German Financial PoUcies, 1932-1939* By Kenyon E. Poole. Harvard 
econ. stud. 66 (Cambridge Harvard Univ Press. 1939. Pp. xiv, 276. 
$3 50.) 

The purpose of this study is to analyze the financial aspects of Germany's 
attempts to raise production and employment above the low levels of 1931 
The author makes no attempt to cover all phases of economic life. In par- 
ticular, he passes over the international side of the question, on the ground 
that proper treatment would require a separate volume Obviously his 
interest in the monetary and financial repercussions of a public expenditure 
policy is deep and thorough-going, and his acquaintance with the conclu- 
sions of others is sufficiently wide No approval or disapproval of a '’politi- 
cal" nature appears in the text and no speculation as to the future of the 
German economy in war-time conditions has been permitted to appear. 

The writer himself puts emphasis upon the sequence of the four chapters 
Chapter 1 deals with recovery measures precedent to the public works pro- 
grams, and attempts to show that despite the apparent failure of Briining's 
and Papen's measures a groundwork was laid for greater success under 
Hitler Papen's tax remission plan, decreed on September 4, 1932, has been 
called a failure because It did not measurably raise the volume of employ- 
ment and production But it was unnecessarily complicated and it was not 
given a thorough trial It may still be argued that such a scheme has ad- 
vantages, given careful provisions and favorable conditions In conclusion, 
we are reminded that an important advantage of tax remission over public 
works is that, while the latter involve management by the state, tax remis- 
sion, once started, operates automatically and encourages the government 
to remain within its traditional functions. 

Under the title, "The financing of the upswing, 1932-1939,** the 
hundred-and-some pages of chapter 2 include discussion of the methods 
open to the German government, the financing of public works, the part 
played by the intricate banking mechanism, the Reich public debt, and the 



194 


Reviews and New Books 


[March 


ultimate financing of recovery. Here is information, argument and conclu- 
sion that any reader should welcome for his intellectual background in 
these troubled times. The story of Schacht’s rebellion against hidden or 
overt inflation is told The process of financing to some extent public works 
out of the wages of workmen and the salaries of white-collar workers is 
described When credit expansion is to be avoided, ‘*the operation really 
consists in drawing off part of nominal wages and salaries, and paying 
them out again, so that the quantity of money impinging on the price level 
is smaller than it seems” (page 162) The dangers of making no allow- 
ance for the fact that it has never yet been possible to maintain uninter- 
ruptedly an unbroken increase in production are pointed out 

After a digression of eight pages on taxes on profits in relation to the 
business cycle, the author reverts to the theme of the effect of civil public 
works on industry An analysis of construction and other important indus- 
tries indicates that difficulties may arise if one or two are selected, depres- 
sion after depression, for government support At the end doubt is expressed 
whether we can yet get close enough to laboratory conditions to trace very 
far the repercussive effects of government expenditures on a nation's 
economy 

The honesty of this expressed doubt as to the universality of some of the 
conclusions detracts not one whit from the value of this careful study For 
the general reader it may lack the unity of thought that is so apparent to 
the writer, it may lack as well the non-technical complexion that pleases 
the publishers. It remains a valuable historical record and a clear exposition 
of problems for which students will not stop trying to find solutions 

Alzada Comstock 

Mount Holyoke College 
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Andreades, a M Begrunder der Bmanzwtssenschaft m Grtechenland (Jena 
Fischer 1940 RM 13 50 ) 

Black, D The incidence of mcome taxes. (London. Macmillan 1939 Pp xxi, 
316 12s 6d.) 

Bowen, H R English grants-in-aid : a study tn the finance of local government. 
Stud insoc sci,vol xi, no 1 (Iowa City Univ. oflowa 1939. Pp 156 $1 ) 

Friedrich, C J and Mason, E S Public policy: a yearbook of the Graduate 
School of Public Administration, Harvard University (Cambridge Harvard 
Univ Press 1940 Pp xiii, 391. $3 50 ) 

Hall, ] K. A study of probated estates in Washington with reference to the 
state tax system Pubs in the soc sci , vol 11, no 1 (Seattle Univ of Wash- 
ington. 1939 Pp. V, 56 ) 

This IS a study of the distribution of estates, and more particularly their 
composition m the forms of realty, tangible personalty, and intangible per- 
sonalty. Data for the years 1928, 1933, and 1935 were obtained from six 
Washington counties by the Washington Tax Commission. 
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The purpose is to develop tax implications in terms of the existing state and 
local tax system chiefly by. (1) determining the relative importance of realty, 
tangible personalty, and intangible personalty; (2) ascertaining the nature of 
their distribution in relation to size of estates, (3) finding the distribution of 
representative and non-representative intangibles in intangible personalty ; and 
(4) establishing a breakdown of intangible personalty into its important types 

It is stated (pp 7, 10) that the 7,992 estates ‘‘subject to analysis" represent 
all estates probated during the three years, yet it seems unusual that all estates 
probated were also inventoried Hall relies too heavily on probate records as a 
source of accurate data on distribution of property among living persons 
Moreover, shortcomings of inventory appraisals as a basis for determining 
precisely the relative distribution of realty, tangible personalty, and intangible 
personalty are not fully explored The findings, however, compare approxi- 
mately with results of six similar studies and the Federal Trade Commission 
survey 

The relative importance of realty, tangible personalty, and intangible per- 
sonalty in all counties for the three years is 39 67, 3 29, and 57.04 per cent 
respectively Intangibles are subject neither to property nor income tax in Wash- 
ington 

The larger the estate the greater the proportion of intangible property found 
in it In estates of $100,000 and above, 77 63 per cent of property held con- 
sists of intangibles Holdings of federal, state, and local securities are relatively 
small, even in large estates 

Of all estates, 82 27 per cent were valued at less than $10,000 and these 
held only 26 21 per cent of total property value, and 16 56 per cent of total 
intangible personalty, but 38 29 per cent of total realty 

Realty comprises over half the value of properties in rural estates as against 
38 48 per cent for urban estates 

Conclusions are that the tax system is regressive, unequal in burden, fails 
to touch intangibles, and relies excessively on sales and excise taxes The 
property tax falls entirely on 42 96 per cent of total property. This statement 
of exact percentage seems a bit unguarded Finally, Hall suggests that a net 
income tax (Washington has none) is the most effective method of taxing 
intangible personalty yet devised 

This monograph, despite criticisms made above, constitutes a contribution to 
the literature of wealth distribution and that of taxation 

Roy C. Cave 

Hazelett, C W. Incentive taxation. Rev and enl ed. (New York Dutton 
1939 Pp 202 $1 50 ) 

Hope-Jones, a Income tax in the Napoleonic wars (London. Cambridge Univ 
Press New York. Macmillan 1939 Pp. x, 145 $2 25 ) 

Johnson, G. G, Jr The Treasury and monetary policy, 1955-1938, (Cam- 
bridge Harvard Univ Press 1939 Pp. 239 $2 75.) 

Kilpatrick, W State supervision of local budgeting. (New York* Nat. Munici- 
pal League 1939 Pp 131 $1.) 

Krout, J a , editor The effect of the war on Americas idle men and idle 
money. Proc , vol. 18, no. 4 (New York: Acad of Pol. Sci., Columbia Univ. 
1939. Pp. 133 $2 50.) 

Lasser, J. K. Your income tax. 1940 ed. (New York: Simon and Schuster. 1939. 
Pp. 125. $1.) 
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Neff, F. A. Mumctpal finance, with emphasis on trends since 1900, (Wichita, 
Kansas. McGuin Pub. Co. 1939. Pp. xii, 330. $3.) 

The rapid and widespread growth of urban life especially since 1900 has 
brought about financial needs out of proportion to the increase in population 
and the income from the usual sources, not so much because . . the same 
service costs more as cities increase in size as it is that more and better services 
are demanded from communal enterprises and municipal administration'* (pp. 
4-5). Main causes of increasing expenditure are: (1) area and population 
growth; (2) expansion of functions; and (3) intensification of services in 
education, health, and charities (p. 63). 

The traditional line of reasoning that relates the level of expenditure to the 
mam source of income, t,e,, the general property tax, is not applicable when 
this level bears a close relationship to a socially desirable enci. Where rate 
limitation, debt limitation, and the pay-as-you-go plan exist, the underlying 
thought has been to encourage prudent and efficient management When they 
succeed in curtailing worth-while services, however, they are no longer good 
regulatory devices. 

The prospect apparent now is that continual grants of various kinds are 
necessary if the standards of service shall continue on their present level This 
practice would place our municipalities more on a plane with European cities 
where substantial grants from the national government are the rule A good 
financial plan will fail to be successful unless there is a sincere desire to pro- 
mote efficiency and economy through a sound budgetary process A flexible 
budget which allows some administrative discretion in the transfer of funds is 
thought to be superior to the lump-sum and the detailed budgets. 

Long absent from recent books on public finance is the *‘single-tax‘* idea, 
which the author considers worthy of examination in connection with an at- 
tei^t to find new ways to meet the enlarging financial needs of municipalities. 

The topic of assessment is ignored although it partially conditions the yield 
of the various tax levies The unsatisfactory result of poor assessment is noted 
(p 98) I but dismissed without further comment. 

Royal Jay Briggs 


Newcomer, M You are a taxpayer, (Poughkeepsie. Vassar Coll 1939 Pp. 37 
60c) 

Strayer, P. J The taxation of small incomes: soaal, revenue, and administrative 
aspects, (New York: Ronald 1939. Pp. viii, 210 $5 ) 

The fruitfulness of research in taxation by economists is apparent in this 
interesting monograph on the problem of taxing small incomes. With Ameri- 
can governments in urgent need of more tax revenues and the frecj^uent ad- 
vocacy of a broader income-tax base, while the nation has been suffering from 
a prolonged depression and millions of families have very low incomes, the 
possible taxation of low incomes becomes of more social as well as fiscal sig- 
nificance. 

The author presents a strong case for the exemption of incomes below the 
subsistence level from income taxation but contends that direct income taxes 
upon the moderate incomes are preferable to excises and other indirect taxes 
because the income tax is more equitable and will promote better citizenship by 
securing a greater consciousness of taxation and a better understanding or the 
relation of government spending to taxation. Professor Strayer joins earlier 
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writers not only in advocating the exemption of a minimum of subsistence but 
also in urging effective progression throughout the tax system by a gradual 
process which would place more reliance upon the personal income tax. It 
may be placed advantageously upon moderate incomes, as long as the level of 
subsistence income is not taxed, and produce $200,000,000 or more revenues 
for the federal government. 

The dijfficulties involved in an effort to define subsistence income are frankly 
admitted, but they need not preclude the exemption of a minimum which 
would lend itself to convement measurement by selecting an arbitrary, if neces- 
sary, but reasonable, minimum income. The fiscal advantages and disadvantages 
of the proposal are freely admitted, and it is conceded that a broadening of the 
personal income-tax base might increase the instability of the tax collections. 
A larger use of progressive personal income taxation is proposed primarily as 
a revenue reform which will heighten public revenues and apportion their 
burdens more eauitably, but the tax system would also be employed to lessen 
the evil effects or the extreme poverty at the bottom of the income scale. 

Alfred G. Buehler 

Sullivan, J. The reform of the rating system Res ser no. 47. (London. Fabian 
Society. 1939. Pp 30. 6d.) 

Thomas, P ], The growth of federal finance tn India: being a survey of Indians 
public finances from 1833 to 1939* (Bombay and New York: Oxford Univ. 
Press 1939 Pp xi, 558. $7.75 ) 

Walk, E. G. Loans of federal agencies and thetr relationship to the capital mar- 
ket A dissertation (Philadelphia. Univ of Pennsylvania. 1939. Pp 256.) 

Winslow, C. M and Clark, K R. Profit shanng and pension plans: their crea- 
tion and tax effect. (Chicago: Commerce Clearing House 1939 Pp 205 $2.) 

Withers, W Financing economic security in the United States. (New York: 
Columbia Univ, Press 1939 Pp, x, 210. $2 75 ) 

Assessment principles: final report of the Committee on Principles of Assessment 
Practice. Rev. ed (Chicago Nat Assoc of Assessing Officers 1939. Pp. 106. 
75c.) 

Assessment of real property in Kentucky counties: comparison of constitutional 
assessments and actual county assessments. Spec rep no. 3 (Frankfort: Ken 
tucky Dept, of Revenue 1939. Pp. 69.) 

Exemption and preferential taxation of factories. Bull no 24. (Chicago* Nat 
Assoc, of Assessing Officers. 1939. Pp 13. 50c ) 

Exemption and preferential taxation of homesteads. Bull no. 20. (Chicago: Nat. 
Assoc of Assessing Of&cers. 1939. Pp 15. 50c ) 

Internal revenue code: an exact reprint of the internal revenue code as amended 
by the Revenue act of 1939* (New York Prentice-Hall 1939. Pp. 764 $2 50 ) 

Internal revenue code, 1939* (Washington: Treasury Dept. 1939* Pp. 504, 
ccxxxix. $1 75 ) 

The tax law as it relates to the assessment and taxation of real property (Article: 
1-8) Vol XXIV, no 5 (Albany: N. Y. State Tax Bull 1939 Pp. 129 ) 

The tax law as it relates to the duties of assessors in assessment of real property 
for taxation (Articles 1-2). Vol. xxiv, no 6. (Albany: N. Y. State Tax Bull 
1939. Pp. 35 ) 

The village law relative to assessment of real property, collection of taxes thereon, 
and sde of land or hens for unpaid taxes (applicable to villages operating un 
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der the general village law) (Article 5 — finances), Vol xxiv, no. 8 (Albany 
N. Y State Tax Bull. 1939. Pp 44 ) 

Personal income tax law of New York (Article 16 of the tax law) and tax on 
unincorporated businesses (Article 16 A of the tax law) with 1939 amend- 
ments, Manual 39-A. (Albany* N. Y State Income Tax Bur 1939. Pp. 54.) 

Prentice-Hall tax diary and manual for business, 1940, (New York* Prentice- 
Hall 1939 Pp 1044 $6) 

Property taxation of intangibles, h\A{ no 21 (Chicago. Nat Assoc of Assessing 
Officers. 1939 Pp 13 50c ) 

Retailers* manual of taxes and regulations 1939 ed. (New York* Inst of Dis- 
tribution 1939 $5 ) 

Revenue revision, hearings, 76th Cong,, 1st sess , relating to revenue revision, 
1959* (Washington House Ways and Means Committee 1939 Pp 284 25c) 

Statistics of income for 1937, preliminary report of corporation income and excess- 
profits tax returns filed through Dec, 31, 1938 (Washington U S Bur of 
Internal Revenue 1939 Pp 18. 5c ) 

War-time finance : its effects upon national stability (Manchester Fed of Master 
Cotton Spinners* Assoc 1939 Pp. 32 ) 


Population and Migration 

The Economics of a Declining Population By W B Reddaway (New 
York Macmillan 1939. Pp 270. $2 50.) 

This is not a volume on population, but rather an exercise in theory as 
to the economic effects of changes in the size and age-composition of the 
population of England and Wales The author is a Fellow at Clare College, 
Cambridge He bases his treatment on the estimates of Dr Enid Charles 
(in Lancelot Hogben, ed , Political Arithmetic, George Allen and Unwin, 
1938) that ‘’unless unforeseen social agencies intervene to raise fertility,” 
the total population of England and Wales will decline from around 40 
million in 1935 to about 20 million (estimate “a”) or even as low as 
5 million (estimate ”b”) in 2035 The first estimate is based on the as- 
sumption that fertility and mortality rates will remain the same as in 1933, 
the second that both rates will continue to decline in much the same way 
as they have done in the past However, he deals mainly with the near 
future in which the population will decline only slightly, and refuses to 
analyze “the nightmare conditions which would prevail in 2035 if Dr 
Charles's second estimate were fulfilled” on the grounds that ’’society 
simply must prevent their existence.” 

Population prediction is a hazardous occupation, and a common error 
is to assume that a present rate will remain unchanged. The significant facts 
of the present situation are the declining rate of increase of the total popu- 
lation (a natural and inevitable phenomenon under certain conditions) 
and an aging, both absolute and proportionate, of the population, owing 
to the increased expectation of life as a result of the advance of medicine 
and public health and the declining birth rate made possible by contra- 
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ception The population pyramid is losing its broad base In the United 
States ( 1930 ) there are fewer children under 5 than between 5 and 10 
years of age. In England and Wales (1931), there are fewer children in 
the 0-5 and 5-10 age groupings than in that of 10-15 years American 
population students are predicting a stationary population in the not-distant 
future Dr Charles is more pessimistic (and rash) in estimating an actual 
and catastrophic decline for England and Wales 

I am not competent to criticize Mr Reddaway’s economic theorizing 
So far as I am concerned there are so many variables and so many unknowns 
that the procedure rapidly loses all contact with reality Be that as it may, 
he regards the economic outlook for the near future (considering mainly 
employment, national income, public finance, and international trade), 
as at least potentially favorable There are, however, two overriding pro- 
visos that (1) general unemployment and (2) war can be avoided It is 
probably unfair to quote him (that is the risk all prophets run), but on 
page 198 he states (the preface is dated March, 1939) ‘‘Indeed, a major 
war would simply make our whole discussion of public finance (if not 
the whole of this book) virtually irrelevant Nevertheless, much that he 
says regarding such matters as the aging of the population is practical and 
pertinent. 

Maurice R Davie 

Vale University 
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Fairchild, H P People the quantity and quality of population (New York 
Holt 1939 Pp 315 $2 25 ) 

VON Frances, O Die Bevolkerungsdichte als Triebkraft der Wirtschaftspolitik 
der sudosteuropdischen Bauernstaaten, (Jena Fischer 1939 Pp 32 ) 

Thompson, E T , editor Race relations and the race problem • a definition and 
an analysis (Durham Duke Univ Press 1939 Pp xv, 338 $3 50 ) 

This group of essays attempts to set the race problem of the United States, 
especially the negro problem, in a broad setting of theory of race relationships 
and an analysis of conditions affecting stmggles of races for land and status 
No new material is presented, but the focussing of interpretation upon the 
single racial situation with side glances at the Oriental in the Western States 
gives peculiar potency to contributions of the authors 

The theoretical bases of the discussion are set forth in the consideration by 
R E Park of ’’The nature of race relations Statistical material about the 
racial balance of births and deaths is analyzed by S J Holmes The foundations 
of traditional race relationships in the South are found in the plantation which 
seems to be synonymous with the system of chattel slavery The two castes in 
the South coterminated by race and classes within those castes, primarily the 
mulatto, IS the theme of two essays. Racial conflict and competition furnish 
material for four discussions 

Two characteristics the essays have in common each is quite readable and 
each aids in achieving the purpose of the volume "to organize a discussion of 
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race relations with special reference to the South in such a way as to throw 
emphasis upon the relations rather than upon a particular race*' (p. ix) The 
book should be of value to any reader who is interested in getting within the 
scope of one volume a survey of the **race problem" in its sociological and 
economic setting within the United States 

Ruth A Allen 

ViNQ, F. Problem/ demografici. (Bologna: Zanichelli. 1939» Pp. vi, 228, L, 20 ) 

Whelpton, P. K. Needed population research, (Lancaster Science Press. 1938. 
Pp. XV, 196. $1 ) 

With the aid of the Milbank Memorial Fund and the Scripps Foundation for 
Research in Population Problems and under the auspices of the Population 
Association of America, the author has given a brief sketch of some branches 
of population research with the emphasis upon research which should next be 
undertaken Such an analysis is valuable as it will indicate to those working or 
about to work in the rapidly growing field of population research the particular 
problems which may best be attacked now to round out and develop our 
knowledge In the summary the author cites the three problems which seem to 
him outstanding- motives leading couples to want a given number of children , 
comparison of present with optimum distribution of population ; changes aris- 
ing in the hereditary make-up of the population It would have been helpful 
if the author had cut each of these into a large number of specific suggestions 
for research of about the scope of a good Ph.D thesis instead of leaving the 
reader to pick them up from the general body of the text 

Edwin B Wilson 

WiNSEMius, A. Economtsche aspecten der internatwnale mtgratte. Pub no. 29. 
(Haarlem Netherlands Econ Inst. 1939. Pp xvi, 155 ) 

In this book the author, as stated in the preface, attempts to build up a 
theory of international migration. He regards migration as comparable with 
the international movements of capital and of goods His study of the long- 
and short-run economic tendencies of these various movements leads him to 
believe that free migration is an important means of permitting nations to 
profit collectively from the earth's resources. 

The author holds that political development has not kept pace with economic 
development and that, particularly after the World War, free migration, free 
international exchange of goods, and free capital movement have tended to 
disappear, thereby intensifying the unequal distribution of the world’s popu- 
lation, capital and natural resources His solution is an international political 
organization to regulate and encourage international intercourse in the interest 
of all peoples. 

At me end of the book we find a bibliography, a short summary in English, 
and a list of the publications of the Netherlands Economic Institute 

R S Saby 

WiTTKE, C, We who built America: the saga of the immigrant, (New York 
Prentice-Hall, 1939 Pp. 565. $5, textbook ed, $3 75.) 

Apergu de la demographie des divers pays du monde, 1929-1936, (La Haye: 
Inst. Internat. de Stat. 1939. Pp. 433. FI. 8.) 
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This comprehensive survey of demographic statistics assembles in convenient 
form the more important official data available. Included are population com- 
position by age, sex, nationality, race, religion, and marital status ; birth rates, 
death rates, fecundity rates, rates of natural increase, and net reproduction 
rates, trends in marriage, divorce, stillbirths, and illegitimate births; births 
according to month of die year and age of the mother; life expectancy tables 
and classification of principal causes of death In some cases data for specific 
countries are broken down into provinces or geographic subdivisions, in the 
case of the United States, figures for the country as a whole are frequendj 
supplemented by those for the states of New York, Illinois, Ohio, and Penn 
sylvama A notable omission is that of rural-urban composition The useful 
ness of the volume would be increased by showing more of the data in per 
centage form 

Carroll D Clark 

Urban population m the United States from the first census ( 1 790) to the fifteenth 
census (1950). (Washington: U. S. Bur. of the Census. 1939 Pp 11 ) 
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Who Gets the Money? A Study m the Economics of Scarcity and Plenty 
By Walter Rautenstrauch. Rev. ed. (New York: Harper. 1939 
Pp. xiii, 122. $1.50 ) 

The present work is a revision of another published in 1934 having th< 
same title. The revamping has, unfortunately, eliminated none of th( 
cardinal fallacies mentioned by the present writer in his discussion of th< 
book in the American Economic Review of March, 1935. 

As in the earlier edition, the antiquated doctrine that only manua 
workers in such industries as manufacturing, construction, mining, anc 
agriculture are true producers, forms the basis of much of the argument 
The rewards of persons engaged in domestic service, trade, banking anc 
finance, government, health work, teaching, and the practice of law an 
held to constitute an * 'overhead," the expense of carrying which is over 
burdening the "productive" members of society. All interest, dividends 
rents, royalties, and entrepreneurial rewards are likewise counted as par 
of this "overhead." 

Dr. Rautenstrauch still appears to be worried by the fact that, witl 
increasing income, the American family demands more luxuries and enter 
tainment rather than more bread and shoes He seems also to believe tha 
in the wages of this "producing" class we find the only significant sourc 
of that purchasing power which makes the wheels of industry revolve 
A large part of the income of the "non-productive" members of societ 
is tacitly assumed to be hoarded. 

The book would be improved by greater consistency in definitions anc 
use of terms. For example, despite the fact that chapter 2 begins by statin^ 
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that precise definitions are essential to clear thinking, we find such conflicts 
as the following On one page, “capital'* is defined as “things we have 
made which are usable for the making of other things,*’ but on the next 
page, “capital income’* is stated to be “that income which is paid for the 
use of capital whether that capital exists in the form of money, credit, 
machinery, buildings, grounds, patents, or other rights ** Evidently the 
kind of capital from which capital income is derived is entirely different 
from the kind of “capital** defined in the earlier paragraph 

In chapter 5, Dr Rautenstrauch presents figures indicating that, in such 
fields of industry as manufacturing, electric light and power, construction, 
mining, and railway transportation, the share of labor in the total value 
product has been progressively and sharply curtailed during the past twenty 
years, with the result that ability to buy and consume the products of 
industry has diminished to such an extent as to reduce greatly industrial 
activity. It appears, however, that the author has been misled by choosing 
1919, a decidedly non-typical year, as a base for his index numbers. Dr. 
Robert F. Martin of the National Industrial Conference Board has com- 
puted for the years 1899 to 1937 inclusive the percentage distribution of 
the realized income derived from various industries The following decen- 
nial averages compiled from his book, National Income m the United 
States, 1799-1938, show that the share of wsiges and salaries in the realized 
national income has shown no general tendency to shrink 


1899*1908 

1928-1937 


Electric light 

Manufacturing Construction and power 
81 2 81 3 58 0 

81 9 81 8 39 7 


Mining and 

quarrying Transportation 
74 5 66 7 

71 6 74 6 


Only in the case of the electric light and power industry has there been 
any marked decline in the proportionate share going to the employees. 
A slight fall in the percentage for mining and quarrying has been much 
more than offset by the sharp rise in the case of transportation. Further- 
more, the author completely fails to show that a dollar of wages or salaries 
constitutes any more buying power than does a dollar of dividends or 
interest 

Dr Rautenstrauch also presents charts indicating that income is becoming 
more and more concentrated in the hands of the favored few How the 
data appearing to prove this contention have been derived is not explained 
Since careful studies by other investigators indicate no marked change in 
the relative distribution of income, this oversight is unfortunate 

The final conclusion of the book is that the only feasible way of putting 
the unemployed back to work and making our nation’s productive ma- 
chinery operate effectively is to establish a socialistic state 

WiLLFORD I King 


New York University 
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ARONovia, C Housing the masses (New York* Wiley 1939 Pp xv, 291. 
$3 50 ) 

Years of experience m teaching both housing and community planning have 
not only equipped Dr Aronovici with the ability to evade grappling with solely 
the immediate objectives involved but they have also fortified him with the 
ability to expound the long-range aspects of housing 
Dr Aronovici deprecates the tendency on the part of many persons to de- 
pend too much on the experience of other countries in planning programs look- 
ing to betterments of American housing conditions The volume is by no means 
a case study It is one, however, which might well be assimilated by diagnosti- 
cians of housing problems as a preventive against observations too narrowly 
clinical Unfortunately it is too often overlooked that factors which have been 
causative agents in the housing problem do antedate by generations existing 
structures and conditions upon which attention is focussed Land, population, 
money, earning power, traditions of law, of architecture are some of these 
factors Pointedly handled as they are by Aronovici in their relation to present- 
day situations they have given to the book a definite quality of solidity This 

D uality IS borne out also by the chapter on '’Housing literature" which is a 
istinct departure from the customary assembly of bare references The un- 
usual illustrations are especially deserving of commendation 

A R Hasse 

Bogardus, E S The development of social thought (New York Longmans- 
Green 1940 Pp viii, 564 $3 50 ) 

Boodin, J E The social mind foundations of social philosophy (New York 
Macmillan 1939. Pp 604 $3 50 ) 

Borsodi, R Prosperity and security: a study tn realistic economics, (New York 
Harper 1938 Pp ix, 319 $3 ) 

It has long been a fashionable pastime to caricature economic theorists as 
scholastics, prattling away in happy ignorance of actual economic behavior Mr 
Borsodi launches still another assault on these battered veterans While there 
are incidental references to the problems of security and prosperity, the book 
IS primarily a critique of economics and an attempt to turn the errant science 
into more fruitful paths 

The critical part of the book contains a number of accurate and suggestive 
observations It must be admitted that economics has been concerned with the 
factory system to the neglect of small-scale and household production It is also 
true that economists have tended to confuse production and acquisition, and 
have often under-estimated the importance of force and fraud in economic 
affairs 

While Mr Borsodi wins these skirmishes with relative ease, his campaign 
as a whole is unsuccessful. His criticism of economics centers on its abstract 
character (the words "abstract" and "abstraction" occur seven times in one 
sentence on page 65) He fails to realize that this is a necessary characteristic 
of any science, and that the type of economics which he advocates would be at 
least as abstract as the doctrines which he denounces Indeed, when he begins 
to erect his own economic principles, the author proliferates abstractions with 
the fertility of a medieval theologian "The law of authority," "the law of 
personality," "the principle of justice,” "the principle of obligation" and the 
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rest arc at least as abstract as the principle of marginal productivity, and much 
less capable of inductive verification. 

Intermingled with Mr. Borsodi’s theoretical structure is an implicit program 
of social reform, which may be summari2ed as a flight from bigness He be- 
lieves that the efficiency of large-scale production has been greatly over- 
estimated, and that two-thirds of all consumer goods could be produced more 
efficiently in the home In support of this amazing statement, Mr Borsodi 
contends that he can grind flour in an electrically-driven mill more cheaply 
than It can be purchased at retail His calculations, however, appear to assume 
a much higher rate of plant utilization than could be obtained by a single 
family, while the time spent in supervising the process is considered to be 
worth nothing at all 

The operations of ’*big business*’ are denounced throughout the volume as 
essentially predatory. There is equally little sympathy for the economic activi- 
ties of government The intricate social security program is dismissed in a 
scornful paragraph as merely a means of supporting “armies of clerks and 
bureaucrats *’ The author fails to tell us, however, what we should put in the 
place of these undesirable institutions He seems to have in mind a utopian 
society of self-sufficient family units In such a society, of course, there would 
be no market for Mr Borsodi’s books, which might make it difficult for him 
to buy electric current for his flour mill 

Lloyd G Reynolds 

Greedy, F Human nature writ lar^e: a social psychologic survey and western 
anthropology, (Chapel Hill* Univ. of North Carolina Press 1939 Pp u, 
484. $3.) 

Degen, M. L. The history of the woman* s peace party. Stud, in hist and pol 
SCI., ser Ivii, no 3. (Baltimore Johns Hopkins Press 1939 Pp 266 ) 
Eggleston, F. W., and others. Australian standards of living (Melbourne 
Univ Press (Oxford Univ. Press). 1939 Pp 193 10s) 

Elmer, M C. Social research, (New York Prentice-Hall. 1939 Pp xvi, 522 
$3.) 

The author is concerned with the inadequacy of much of the research con- 
ducted in the social sciences, and with the disrepute these shortcomings have 
tended to create for social research in general The book begins with a detailed 
definition and analysis of the subject, with emphasis on the need for raising 
the standards of social research to the level now generally applied to material 
research, and for employing those principles which distinguish true research 
from unorganized investigation or the collection of data merely to prove some 
point which It is to the investigator’s interest to establish 

With these introductory warnings, the book proceeds to describe the many 
important possibilities of social research as a necessary base for developing a 
better society and avoiding some of the social conflicts which result from cur- 
rent lack of knowledge. For the mam part of the book the author draws on 
his own wide experience, as well as that of many others, to describe the special 
problems which arise in different types of social research, discusses the prin- 
aples by which various kinds of studies should be guided, and explains many 
of the techniques which have been used successfully in a wide variety of social 
studies. 

The book is well documented with references to other writings on the sub- 
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ject, and the author has made a substantial contribution to a better under- 
standing of the principles, the philosophy, and the technology necessary to 
productive research in the social field. 

John A. Brownell 

Fisher, A. G B Economic self -sufficiency, Pamph. on world affairs, no. 4. 
(New York Farrar and Rinehart 1939. Pp. 32. 15c ) 

Francis, B H and Ferguson, D. G. What will social security mean to you? 
(Cambridge. Am Inst for Econ. Res. 1939 $1 ) 

Gideonse, H. D Organized scarcity and public policy: monopoly and its impli- 
cations Pub policy pamph no. 30. (Qiicago* Univ. of Chicago Press 1939. 
Pp iv, 53 25c ) 

Hagood, M J Mothers of the South: portraiture of the white tenant farm woman, 
(Chapel Hill* Univ of North Carolina Press 1939. Pp vii, 252 $2 ) 

Hazard, J N Sopiet housing law, (New Haven- Yale Univ. Press 1939. Pp. 
182 $2 50 ) 

Hollis, F Social case work in practice: six case studies, (New York- Family 
Welfare Assoc 1939 Pp 323 $2 50 ) 

Hoyt, H The structure and growth of residential neighborhoods in American 
cities, (Washington- Fed Housing Admin 1939 Pp vi, 178 $1 50 ) 

Knott, W D The influence of tax-leeway on educational adaptability: a study 
of the relationship of residual or potential economic ability, expressed as tax- 
leeway, to educational adaptations in the state of New York* Contribs. to 
educ no 785. (New York Bur of Pubs, Teachers Coll, Columbia Univ. 
1939 Pp X, 84 $1 60 ) 

Lindstrom, D E The church tn rural life (Champaign, 111 - Garrard Press. 
1939 Pp xiv, 145 85c ) 

Lutge, F Wohnungswirtschaft: erne systematische Darstellung unter besonderer 
Berucksichtigung der deutschen Wohnungswirtschaft (Jena. Fischer 1940. 
Pp. XVI, 312. RM 16 50 ) 

Panunzio, C M Major social institutions : an introduction, (New York. Mac- 
millan 1939 Pp 631 $3 50 ) 

Rosen, J. Das Existenzminmum tn Deutschland: Unter suchungen uber die Unter - 
grenze der Lebenshaltung. (Zurich Oprecht 1939 Pp 90 ) 

This volume reports an investigation of the standard of living among the 
unemployed in Berlin, based upon the returns of a questionnaire during the 
summer of 1933 Probably it is the first statistical study of the living conditions 
of German households with lower incomes The questionnaire registers the 
accounts of a week The households studied are divided into five groups * those 
with children, those without children, those composed of single persons, those 
with incidental income, and those without incidental income The total mem- 
bership of the 89 households is 258. 

The incomes of the unemployed are fundamentally different from those of 
the employed Wages, incidental earnings, money assistance and natural pro- 
duce are the forms of income from private sources Support, money aid and 
natural produce are the forms of income from public sources. The households 
received almost 30 per cent of their income from private sources, whereas some 
70 per cent came from public sources. 

General observation and the study show from year to year an increased 
worsening of the condition of both employers and unemployed. The process 
of pauperization for the family of the unemployed consists essentially in the 
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decline of the possibility of drawing income from wage work, hence the in- 
crease in the income from public sources. Comparison of the statistics of vari- 
ous forms of income from the two major sources for the years 1932 and 1933, 
clearly indicates the decline of the proportion of income from private labor 
Households with children had the greater chance of maintaining the incomes 
assured from private enterprise This may be due to the political measures of 
the existing regime The level of income for the households of single persons 
sank the most. Formerly the obverse was the case. 

The average income of all households was so low as to make it diflBcult for 
them to carry on without a measure of indebtedness It is a remarkable fact 
that a large number of the households are debt free, largely because of the 
impossibility of repaying the loans The indebtedness of 1933 among the un- 
employed IS greater than that of the previous year, the highest being in house- 
holds with incidental incomes 

Relatively, the worse the general economic situation of a particular house- 
hold category, the larger is the amount of milk consumed Butter, more of a 
luxury, shows the obverse tendency Fats play an important role The more 
favorable the financial situation of a household, the less important is the r61e 
of fats The converse picture is again shown by the different kinds of meats 
The poorer the group of households, the greater are the expenditures for 
breacf over those for meat Very much the same holds true in the consumption 
of potatoes Households without incidental incomes show the lowest percentage 
of sugar consumption For coffee, tea and cocoa a parallelism between un- 
favorable situation and decrease of consumption is demonstrable The average 
household is able to spend only 11 39 RM for food per week 

The uniform foods in the households studied are milk, animal and plant 
fats, meat, bread and potatoes, comprising 65 per cent of the budget Margarine 
plays an important role in the household of the unemployed. Of all the various 
meats, sausage is the main item A small percentage of horsemeat is consumed 
The better situated the household is, the lower is the consumption of inferior 
meat 

While on the average 30 per cent of the income for the unemployed is 
paid out for rent, almost half of the income is paid for rent among the most 
unfavorable conditions From the most meager income the amount for rent 
must first be set aside, hence for everything outside of shelter and food but 
little IS left for insurance, newspapers, contributions, radio, books, clothing, 
health, transportation, gifts, fees and simple pleasures 

The major factors in the development of the standard of living from 1927 
to 1933 are The food index fell from 152 to 110 The nominal amount for 
wages and public support fell even more There has been a continuous lower- 
ing of income among the workers and the unemployed families There was a 
general shrinkage m national income which is reflected in the lowering of 
expenditure for social-political purposes There took place a noticeable lower- 
ing of incomes throughout the social structure The bulk of all employed 
worked for a wage which gradually declined so low that it predominantly 
remained below the limit of 100 RM per month free from taxation 

Herman Hausheer 

Smith, A. H Your personal economics an introduction to consumer problems. 
(New York. McGraw-Hill. 1940. Pp 664. $1 96 ) 
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Tead, O Neu/ adventures tn democracy: practical applications of the democratic 
idea. (New York McGraw-Hill 1939 Pp xi, 229. $2 ) 

Vernon, H. M Health m relation to occupation, (New York Oxford 1939 
Pp 363 $4 50 ) 

WiCKENS, D L Differentials in housing costs. Bull. 75. (New York Nat. Bur 
ofEcon Res 1939 Pp 15 25c.) 

Mr. Wickens relates measured regional differentials in housing costs, as 
opposed to local differentials, to the basic requirements underlying exploration 
in housing problems Thus, section 1 of the bulletin emphasizes differentials 
according to geographic regions and according to density of population Section 
2 describes other differentials and considers th^e influence of the more important 
factors which aid m their explanation and interpretation Included in the 
factors are differences arising from the age distribution of existing houses, 
differences in land costs, m materials used and facilities offered, etc 
Inasmuch as the quantitative measures employed in the bulletin are primarily 
m terms of housing existing in 1930, the year of the latest census, Mr Wickens 
anticipates questions as to the adequacy of description of housing costs meas- 
ured by costs of existing housing alone and also whether the differentials re- 
vealed for 1930 are indicative of current differentials. Evidence is produced 
which would make it seem likely that differentials prevailing in 1930 still hold 
in the main 

A R Hasse 

Consumer expenditures in the United States: estimates for 1933-36 (Washing- 
ton Nat Resources Committee. 1939 Pp. ix, 195 50c ) 

Cooperative marketing of dairy products Circ C-116 (Washington Farm 
Credit Admin , Coop Res and Serv Div 1939 Pp 47 10c ) 

Family income and expenditures, plains and mountain region Part 1 Family 
income, Misc pub 345 (Washington U S. Dept of Agric 1939 Pp 330 
30c.) 

Urban and rural housing, (Geneva* League of Nations New York. Columbia 
Univ Press 1939 Pp xxxvi, 159 80c) 

Insurance and Pensions 

Old-Age Security’ Social and Financial Trends. By Margaret Grant. 
Report prepared for the Committee on Social Security. (Washington 
Committee on Social Security, Social Sci. Res Council 1939. Pp xiii, 
261 $2.50.) 

This is a study of the financial and related aspects of the contributory 
old-age insurance systems of Germany, Great Britain, Czechoslovakia, and 
Sweden and of the non-contributory old-age pension systems of Denmark, 
Great Britain, New Zealand, and Australia All of these countries except 
the last two were visited by Miss Grant and these two by Professor Robert 
Murray Haig, who turned over to Miss Grant information on old-age 
security collected in a fiscal problems study Barring certain points subse- 
quently discussed, the treatment is exceptionally well done and unusually 
accurate. 
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The greatest amount of attention is devoted to such aspects of the old-age 
security system of these countries as coverage, contribution and benefit 
rates, eligibility for benefits, income, expenditures and reserves, trends of 
population and costs. Upon all of these subjects, this book enriches the 
information heretofore available Relying mainly upon ofiicial reports, Miss 
Grant presents most of the data she gathered in a series of original and 
interesting tables, which bring the story down to 1937-1938. 

This study was undertaken *'to throw light upon parallel problems in 
the United States.” A preliminary, summarized version was published 
nearly two years ago, as the "Factual Report” included in More Security 
for Old Age, the report of the Committee on Old Age Security of the 
Twentieth Century Fund, which was widely quoted in the discussions which 
preceded the recent revision of the American old-age insurance system 
This Factual Report was criticized by the reviewer as a presentation of only 
such aspects of the foreign experience which supported the recommenda- 
tions of the Committee. 

The present study is much less of a one-sided presentation but still 
sufiFers, to some extent, from the fact that it is oriented toward American 
controversies. The least satisfactory part of the study is the concluding 
chapter on "Foreign experience and American problems ” It is apparent 
that the author has not studied the American system with anywhere near 
the thoroughness with which she studied the foreign systems She repeats 
as statements of fact the claims of the critics of the original American act — 
for instance, with reference to the alleged 47 billion dollar reserve — in 
ignorance of the fact that these criticisms were based not upon the provi- 
sions of our law but upon assumptions which experience has proven to 
have been erroneous Similarly, she uncritically accepts the interpretation 
of the recent amendments advanced by the same group of partisans. 

The six chapters preceding the argumentative final chapter, which recount 
the foreign experience, also, suffer somewhat from the orientation to 
American controversies There is no twisting of the facts to support the 
author’s thesis, nor the complete ignoring of developments which run 
counter to her position, but aspects which do not interest her receive scant 
attention. It is possible, for example, to piece together scattered items in 
this book which clearly establish that old-age pensions in foreign countries 
are much smaller than in the United States, both in purchasing power and 
relative to average earnings. It can also be discovered that no foreign 
country has ever launched or revised an old-age insurance system without 
calculating the costs at least a generation ahead and having a definite plan 
for meeting the costs. But these and similar facts, which have very material 
bearing upon the financing of old-age insurance, are likely to be missed by 
the reader, because they are subordinated to other aspects which, standing 
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alone, can be cited as supporting the plan of 'look ahead only five years" 
which has now been incorporated in the American law. 

Edwin E, Witte 

University of Wisconsin 


NEW BOOKS 

Baker, H. Social security: selected list of references on unemployment, old age 
and survivors', and health insurance. Rev ed (Princeton: Princeton Univ. 
Ind Rel Section 1939 Pp 28 ) 

Dickinson, F. G. Insurance looks at the 1940' s Address at 60th anniversarj 
banquet of Western Underwriters Assoc. (Chicago* Western Underwriters 
Assoc 1939. Pp 22 ) 

There are four important prophecies which the author considers the most 
characteristic. First of all, the growth of population in the United States wilJ 
be negligible However, inside the almost stationary population “practicallj 
two-thirds of the odd million increase in the next four decades will be in the 
retired group.** The nation will become more age-conscious and still less class 
conscious A second trend of importance to insurance will be that American 
wealth will increase in homes, be less in factories, and school buildings will be 
converted into homes for the old I completely agree with these two arguments, 
but I doubt whether the third will be reali 2 ed — namely, **that the average level 
of business activity in the coming decade will be about half-way between the twe 
levels of the 1930’s and the high levels of the 1920*s " It is to be assumed thal 
this sentence was written before the new world war had started At least, th< 
author believes that government control "has reached or passed its peak.* 
However, he is rather careful in regard to the future trend as to federal control 
instead of dealing with 49 state insurance departments. 

Alfred Manes 

Emmerson, H. C. and Lascelles, E. C. P. Gutde to the Unemployment Insur 
ance acts. (London* Longmans Green 6s.) 

Ford, P. Incomes, means tests and personal responsibility. (London: P S King 
1939 Pp. IX, 86 5s.) 

In this study Mr. Ford, a professor of economics at University College 
Southampton, considers briefly several important problems connected witl 
social insurance in England His findings should likewise prove valuable tc 
social security administrators in this country. 

Since the competitive system, he writes, depends to some degree upon in 
security "to stimulate the worker to find a new and better market for hii 
labour and to induce in him habits of foresight and thrift’* (p 2), the stat< 
must seek to combine individualism with collective aid Such a task involve 
all of the difficulties of combining any two opposed principles If the state pay 
the worker excessive relief, necessary stimulation to independent labor is par 
tially eliminated If the rehef payment is small, the worker and his famil] 
may suffer or others not morally or legally responsible may be called upon t( 
augment the inadequate collective aid 

Professor Ford proceeds to examine the theoretical and administrative prob 
lems of the means test which is society’s method for supplying aid withou 
discouraging initiative He throws new light on the subject by a statistica 
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analysis of the extent of family responsibility and of the persons upon whom 
the responsibility actually falls. Such a study, he says, cannot ‘‘settle the prob- 
lem of means tests,” but does provide “a numerical basis to which all our 
arguments must have reference” (p 25). 

‘‘Adequate payments and strict enquiry are the two principles on which 
relief must rest” (p 71), concludes the author. The ‘‘strict enquiry,” however, 
must be based on sound principles rather than on family liability regulations 
some of which go back to 1600. Consistency should also be attempted as be- 
tween local and national regulations and as between regulations of different 
administrative bodies Professor Ford offers his statistical study as a basis of 
facts for those who would make means tests more scientific. 

Frank T. de Vyver 

Francis, B. H What will social security mean to you? (Cambridge* Am Inst 
for Econ Res 1939 Pp 85 $1 ) 

Hobbes, C W Workmen^! compensation insurance, including employers* lia- 
bility insurance 2nd ed (New York McGraw-Hill 1939. Pp xviii, 707 $5 ) 

Kingsbury, J A Health in handcuffs. (New York Modern Age Books 1939 
Pp. IX, 210 75c ) 

This book by the former secretary of the Millbank Memorial Fund is a 
popular, non-technical review of the argument for health insurance and a na- 
tional health program It includes a compact historical review of the contro- 
versy over health insurance, and covers most of the recent surveys and the 
more important activities of the federal government (legislative, executive, and 
judicial) in the field of medical economics and public health There is a wealth 
of factual material culled from many sources, as well as a selected list of 
references 

Howard M Teaf, Jr 

Lester, R A and Kidd, C Y. The case against experience rating in unemploy- 
ment compensation Ind rel monog no 2. (New York Ind Rel Counselors 
1939 Pp 60 $1 ) 

This attack on what has been defined as ‘‘the American contribution to the 
theory of unemployment insurance” is a companion document to The Case 
for Exterience Rating in Unemployment Compensation and a Proposed 
Method, by Herman Feldman and Donald M Smith To this reviewer Messrs 
Lester and Kidd seem to have made the better case In spite of poor organization 
the major points in their argument are clear The purposes ascribed to experi- 
ence rating are inconsistent with each other when practical methods are devised 
for effecting them Theoretically, it might be possible to reward stability of 
employment or to distribute precisely the social costs of unemployment m 
proportion to responsibility, by appropriate arrangements , but both ends cannot 
be accomplished by the same methods, and one must be pursued at the expense 
of the other Practically, the authors do not believe any scheme can be devised 
to accomplish these inconsistent aims for all industry. They challenge the theory 
that benefits paid are a sound measure of the amount of unemployment an 
employer has “caused,” and that “employment stability” can be measured by 
number of lay-offs, and that methods of stabilization by one firm can be copied 
by all firms to accormlish a general stability within the whole system of busi- 
ness and industry They deny that unemployment is “caused” by employers 
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and that reducing their taxes will give them incentive not to ‘'cause” it, and take 
the much more realistic position that unemployment is a market phenomenon, 
a reflection of the general rate of spending for which society as a whole is 
responsible 

Even if such stabilization and allocation of responsibility were definable and 
possible of achievement, would the result be desirable when realized^ "With 
10,000,000 unemployed and the labor supply increasing at half million a 
year,” ask the authors, "is not stabilization of employment absurd except in 
terms of expansion rather than a stagnant stability of employment^” May not 
experience rating even discourage employers from taking risks which might lead 
to expansion ? May not stabilization of employment and unemployment at pres- 
ent levels and a long-time concentration of unemployment upon certain groups 
have far more serious social consequences than the instability represented by 
high turnover rates ^ 

The authors have marshalled effectively most of the arguments ever presented 
against experience rating, and have added some of their own Since the issue 
has been raised and pressed by a number of firms which have been able to 
stabilize employment, it is well to have attention called to the difference be- 
tween economies for individual firms and the economics of an industrial system 

E. Wight Bakke 

Winslow, C M and Clark, K R Profit sharing and pension plans their crea- 
tion and tax effect (Chicago Commerce Clearing House 1939 Pp xiii, 192 
$2 ) 

Brief reading lists on the Social Security act, including references on the amend- 
ments of 1939 (Washington. Federal Security Agency, Social Security Board 
1939 Pp 12 5c) 

Compilation of the social security laws, including the Social Security act amend- 
ments of 1939 and other enactments of the 76th Congress, 1st Session (Wash- 
ington Federal Security Agency, Social Security Board 1939 Pp 92 ) 

Industrial Commission of Wisconsin * Workmen's Compensation act, with amend- 
ments to October 22, 1939 (Madison Industrial Commission of Wisconsin 
1939 Pp 122 ) 

Insuring through your farmers' mutual Circ E-15 (Washington Farm Credit 
Admin 1939 Pp. 12 5c.) 

Outline of employer's duties under the Social Security act and the Internal Revenue 
code as amended August, 1939> (Washington Social Security Board and Bur 
of Internal Revenue 1939 Pp 14 ) 

Progress of state insurance funds under workmen's compensation, a quarter cen- 
tury of American experience Bull 30 (Washington Labor Standards Div 
1939 Pp 42 15c) 

Socialism and Cooperative Enterprises 

NEW BOOKS 

Burley, O E The consumers' cooperative as a distributive agency. (New York* 
McGraw-Hill 1939 Pp xiv, 338 $3 ) 

Professor Burley of Ohio State University has in this book undertaken the 
important task of appraising the work of American consumers’ cooperatives in 
the distributive field He has done an excellent job Much of his material is 
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drawn from the experiences of Ohio societies although he shows a clear under- 
standing of the national movement. This book will be of use to those who wish 
to introduce in their courses materials on consumers* cooperation which 
have not an undertone of uncritical approval 

The conclusions reached by the author are on the whole highly favorable 
to the cooperatives He holds, however, that their future in America will be 
largely in fields ’’primarily composed of convenience and specialty goods which 
carry relatively high margins; that are somewhat inelastic in demand and re- 
Quire little merchandismg.** Considerable emphasis is placed upon the need for 
the movement to employ systematic and careful testing so that cooperative 
products will maintain high quality standards He also asks for closer attention 
to personnel work. 

Here and there, expressions of excessive confidence in the existing distribu- 
tive system crop out in the book. '’It is also true that the United States possesses 
the most eflicient and extensive retail distributing system that the world has 
ever known’* (pp 288-289). Comparisons of this scope are most meager, 
hence refutation is difficult. Yet one may suggest after reading the recent 
Twentieth Century Fund report. Does DtstnbuUon Cost Too Much?, that our 
system is still far from efficient We may have the most extensive distributive 
system, yet 59 per cent of the total product price seems more than a trifle 
excessive for the distributive function 

Colston E. Warne 

Cole, G. D. H. A plan for democratic Britain (London. Odhams 1939. Pp 
255. 3s. 6d ) 

Dickinson, H D. Economics of socialism, (London and New York: Oxford 
Univ Press. 1939. Pp x, 262 $3.25.) 

Gitlow, B I confess: the truth about American communism. (New York* Dut- 
ton. 1940. Pp. viii, 611 $3.75.) 

Hirsch, M. Democracy versus socialism : a critical examination of socialism as a 
remedy for social injustice and an exposition of the single tax doctrine. 3rd ed 
(New York* Henry George School of Social Science. 1939. Pp. xxx, 468 $2.) 

Lamont, C. You might like socialism: a way of life for modern man. (New 
York: Modem Age Books. 1939. Pp. x, 308. 95c.) 

McFadden, C. J The philosophy of communism. (New York: Benziger Bros 
1939. Pp XX, 345. $3.50.) 

Micklem, N. National socialism and Christianity. Pamph. on world affairs no. 
18 (New York. Farrar and Rinehart. 1939 Pp. 31 15c ) 

Varga, E. Two systems: socialist economy and capitalist economy. Translated 
from the German by R Page Arnot. (New York* Internat Pubs. 1939. Pp 
268. $2 50.) 

Varga is regarded by many as one of the ablest communist writers Formerly 
professor of economics at the University of Budapest, he at present resides in 
the Soviet Union. 

The book, originally written in German and published in 1937, was trans- 
lated into English in 1939 The author, to paraphrase Marx and Engels, dis- 
dains to conceal his views and aims. The table of contents, for instance, con- 
tains such headings as the following. "Chronic mass unemployment under 
capitalism; full employment of all labour forces in the Soviet Union**, "Ten- 
dencies of capitalist economy to decline, systematic construction of socialist 
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economy** ; ‘*Mass min of peasants under capitalism; their rise to material and 
cultural well-being in the Soviet Union,** etc. 

Each of these chapters attempts a statistical analysis of the subject under con- 
sideration first in the capitalist countries — ^where decay is shown to be rampant, 
and then in the Soviet Union — ^where rapid progress is shown to be dominating 
the scene. 

Tlie author’s approach as well as the statistical methods employed by him 
in the chapter dealing with the accumulation of capital in capitalist countries 
and in the U.S.S.R. are fairly typical of those employed in other chapters. In 
this chapter a table is offered to show that the “national wealth of the United 
States (in milliard dollars)** expressed in 1910-14 prices was 184 in 1912; 
324 in 1929; and 261 in 1932. Inasmuch as the difference between 26l (in 
the depression year’) and 184 is 77 (42 per cent), the author states that the 
“percentage yearly increase between 1912 and 1932** amounted to 2.1. 
He adds, however, that “we are under no illusion about the great defects of 
these calculations. But they agree very roughly with historical development ** 
Since Colin Clark’s {National Income and Outlay) figures show England’s 
“new capital investments in percentage of the national income** to have been 
in 1907 — 12.2, in 1924 — 8 1 ; in 1929 — 7 2, and in 1935 — 6 9, and since in 
1925 (in milliards of pre-war marks) England’s national wealth stood at 304 
and her national income at 55 (or 6 1), the author concludes that in England 
*‘the yearly rate of accumulation amounts to a mere one to two per cent.'* Here 
he adds that “even if these figures be ever so inexact, they show nevertheless 
the extraordinary slow rate of accumulation even in the richest countries of 
capitalism.'* 

Turning next to the Soviet Union, the author in a table entitled “The basic 
industrial funds of national economy (in milliard mbles, tn 1933 prices)** 
shows a steady rise of these funds from 46 5 in 1925 to 121 1 in 1936, or a 
yearly average increase of 14 5 per cent The facts that in a country starting, 
so to speak, from scratch the percentage increase is bound to be rather impres- 
sive, and that in 1925 the U S S.R. barely emerged from hyper-inflation, and 
the volume of industrial production in that year was far below the 1913 level 
do not seem to disturb the author 

The style is clear and the book on the whole makes interesting reading ’There 
is no index. 

Arthur Z Arnold 

Statistics and Its Methods 

Principles of the Mathematical Theory of Correlation. By A. A, Tschu- 
PROW. Translated by M. Kantorowitsch. (London- Hodge. 1939. 
Pp X, 194 12s. 6d.) 

If I judge correctly, many statisticians will welcome the translation 
of this little volume which, in the original has been widely recognized 
since the middle of the last decade as an important contribution to the 
subject of correlation. More particularly because of its emphasis on the 
fundamental notions and assumptions of the theory of correlation rather 
than on its methods and techniques of measurement and application, the 
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volume should recommend itself to statisticians working with the data 
of the social sciences. 

The “intention (of the volume) is to provide a logical foundation for 
the theory of correlation.” And as the first step toward that fulfillment, 
the author reconciles the mathematical and non-mathematical methods of 
determining associations, showing that “the former appears to be the 
logical sequence and systematic clarification of the latter.” Furthermore, 
in order to go beyond the simple fact of association, that is, measure 
its intensity, only those methods developed by modern mathematical 
theory of correlation are suitable. 

In turn, however, the meaning and significance of the concept of in- 
tensity of association need to be clarified and supplied with a logical 
background. Economic statisticians are generally aware of the inadvisa- 
bility of inferring a causal relationship wherever a high degree of formal 
association is found between two economic variables This does not, how- 
ever, deter them from employing correlation methods and attaching a 
certain significance to the degree of intensity of associations And quite 
rightly But the meaning of, and the justification for that “certain signifi- 
cance” is seldom made clear. In the second step toward constructing a 
logical foundation, the author presents adequate grounds for the fore- 
going practice — providing a justification for assigning significance to 
measures of intensity when the formal association is non-indissoluble, 
and a basis for understanding that significance. 

As the third step, the author distinguishes between the logic of cor- 
relation theory underlying investigations of variables which have a definite 
functional relationship, and of variables which have some form of proba- 
bility (stochastic) relation — a distinction which statisticians should, but do 
not always bear in mind The need for such awareness is made clear by 
the author in his caution that statisticians should employ every discretion 
in the use of methods and in interpretations when dealing with sto- 
chastically related variables 

Following on the general background or a priori relations of correlation 
theory, and covering in considerable part the same material, two chapters 
are then given over to a clear, thorough, and compact description of the 
more important measures of correlation and their formal interrelation- 
ships. The repetition is, however, well worth while, for the material takes 
on added clarity from the remarkably precise exposition. 

The sixth and seventh chapters on problems of inferring the charac- 
teristics of a universe from samples, though space does not permit of any 
discussion, contain important contributions to the subject. 

All in all, this is a valuable little treatise (its value is further enhanced 
by an excellent bibliography), and Mr Kantorowitsch is to be com- 
mended for giving us an able translation. Finally, it should be pointed out 
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that, though the title suggests a burden of mathematics, a substantial part 
of the volume can be read profitably by the non-mathematician. 

David W. Lusher 

Bowdoin College 


NEW BOOKS 

Arkin, H and Colton, R R An outline of statistical methods, 4th ed (New 
York. Barnes and Noble 1939 Pp 271 $1 75 ) 

Brinton, W C. Graphic presentation. (New York Brinton Assoc 1939 Pp 
512 $5 ) 

Clark, C A critique of Russian statistics. (London Macmillan 1939 Pp v, 76. 
$2 60) 

The title is misleading It should be called computation of the Russia’s na- 
tional income expressed in market values prevailing in Great Britain during 
a base year (1934) . This is done because prices in Russia do not necessarily bear 
any determinate relation either to the cost of production or to the consumers’ 
demand 

Russia’s real income per head of population at 1934 sterling prices was (de- 
ducting for depreciation) £20 1 in 1913, £18 8 in 1928 and £19 6 in 1934 
The slow progress for 1928-34 was due to "a serious decline in agricultural 
productivity which offset the industrial gains ” No systematic data were pub- 
lished after 1934, but from sporadic information the author concludes that 
considerable progress was made after that year, the average income rising by 
as much as 42 per cent between 1934 and 1937 

In spite of great ingenuity and remarkable skill displayed by the author, 
such computations are vague and unreliable The census of 1939 revealed that 
all previous soviet computations of population were astonishingly inaccurate 
Moreover, Mr Clark does not seem to be familiar with soviet economics m 
general For instance, he is surprised at the astounding "disguised unemploy- 
ment" (in form of surplus rural population) known to all Russian econ- 
omists and does not know that the soviet government is barring an influx 
of rural population into the cities by rigid passport regulations 

Paul Haensel 


Croxton, F E and Cowden, D J. Applied general statistics (New York 
Prentice-Hall. 1939 Pp xviii, 944 $4 ) 

It IS indeed fortunate that, at last, someone has had the courage to put into 
one volume sufficient instructional statistical material to serve as the basis for 
an extended course of study and enough accessory tables to make the book 
worth keeping by students who have completed their training Standard topics, 
including charts, distributions, significance, time series, and correlation, are 
presented in the order stated A number of sub-topics have been considered 
including the more modern treatment of small samples There is an extensive 
appendix containing derivations, tables, and a glossary of symbols The authors, 
for the most part, have avoided the usual cryptic exposition that characterizes 
statistics texts. The illustrative material, as the title indicates, has not been 
selected from a single field. Varied and well chosen examples from the natural, 
physical, and social sciences have been used A wide variety of illustrations 
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adds interest to the subject, provided the problems do not require too much 

f eneral mformation outside the range of the student's field of specialization 
inally, the authors make no attempt to hide the fact that statisticians freely 
use the mathematical technique. Although nothing but algebra shows above 
the surface, probably, it was not expected that this book would be used by 
those unfortunate and unhappy statistics instructors who are forced to teach 
courses having no mathematical prerequisites 

E. B. Dade 

Mahalanobis, P. C., editor Proceedings of the first session of the Indian Statisti- 
cal Conference, held in Calcutta, January, 1938, (Calcutta Stat. Pub. Society 
1938 Pp iv, 311 ) 

Papers are given on theoretical, agricultural, medical, public health, economic 
and industrial statistics At the theoretical sessions — chairmanned by Professor 
R. A. Fisher, who also acted as president of the Conference — R. C Bose and 
S. N Roy read an important paper on the distribution of one form of Maha- 
lanobis* — a function which is useful as a measure of divergence of different 

populations P. V. Sukhatme presented tables on the Fisher-Behrens test of 
the difference in the means of two normal samples In testing the hypothesis 
that two samples come from populations of the same means, this test, unlike 
the /-test, does not neglect the possibility that differences actually found may 
be due to differences in the variances of the populations in question 
The section on agricultural statistics is interesting Almost all papers in this 
class give illustrations of the Fisher-Yates technique of experimentation, the 
data being drawn from Indian research Mixed yields, estimation of missing 
yields, randomized blocks, confounded arrangements, and factorial design are 
illustrated. Complex experiments of an order rarely seen in the publications 
of American agricultural stations are given in abundance 

H. A Freeman 

Milhau, J. Prix et production en agriculture: etude econom&trique de quelques 
marches agricoles, (Paris: Recueil Sirey. 1938. Pp. xiii, 76.) 

Starting from the law formulated by Gregory King at the close of the seven- 
teenth century, to the effect that the total value of a crop of wheat diminishes 
when the size of the crop increases, and conversely, M Milhau presents a 
simple mathematical proof to demonstrate that, assuming negative linear 
correlation between supply and price, the theoretical relation between the size 
of the crop and its total value may be expressed as a parabolic function, in 
which, as the size of the crop increases, its total value first increases from zero 
to a maximum and thereafter gradually diminishes again to zero During the 
first half of this process (the A stage) an increase m size of crop is accom- 
panied by an inaease in total gross receipts of the cultivators until the maximum 
IS reached ; after this (in the B stage) any further increase in size of crop (other 
things remaining equal) results in a diminution of its total value until the 
theoretical limit at whiA the crop is so large as to have no economic value 
whatever. The validity of King's law is limited to the B stage. With a knowl- 
edge of the actual relationship between supply and price (obtainable by cor- 
relation) the author shows how the actual equations can be worked out, the 
optimum volume of production (as judged by maximum gross receipts for the 
cultivators) can be calculated and the economic statistician (still relying on the 
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same criterion) can ascertain which branches of cultivation it will pay to ex- 
pand and which to curtail Application of the method to data for five commodi- 
ties produced in France from 1929 to 1935 is shown to indicate that under 
the conditions of demand and supply then prevailing, an increase in the pro- 
duction of potatoes or beans woulci have diminished gross agricultural income, 
while an increase in production of cherries, peaches, and walnuts (for which 
demand was increasing) would have increased total gross agricultural income. 

It IS not necessary to emphasize several obvious limitations of this tech- 
nique as a sole guide to agricultural policy. Even if agriculture were controlled 
by some organization with ever-complete statistical data, it is not likely that 
policy would be directed toward maximum total gross receipts for the culti- 
vators as a whole regardless of their costs of production, and the practical 
adoption of any such formula would be further hindered by considerations of 
changing demands, international trade, and other aspects of economic policy. 
Despite these and other practical objections, the treatment of the subject wdl 
be of interest to the mathematical theorist for its illustrations of the concepts 
of varying elasticity of prices and saturation of demand, and as an effort to 
explore the theoretical possibilities of determination of a market and ascer- 
tainment of conditions of equilibrium. 

Hubert R Kemp 

Radice, E. a. Savings m Great Britain, 1922-1933: an analysts^of the causes of 
variations m savings. (New York* Oxford Univ Press 1939 Pp 146 $3 25.) 

The subtitle of this statistical study formulates its aim As such it is compli- 
mentary to Colin Clark’s books The analytical method is that of multiple cor- 
relation The analysis is functional but the results are significant enough to 
allow tentative suggestions as to causations. 

A theoretical discussion of the determinants of savings results in the work- 
ing hypothesis that savings are a function of the level and the distribution of 
incomes, and of the interest rate. The author is careful to point out the diffi- 
culties of correlating time senes A general linear and logarithmic regression 
equation is assumed from which the results are exhaustively tested before 
being accepted. 

Personal incomes, net incomes of business concerns, and savings by public 
bodies are successively subjected to the analysis. The components of savings 
are treated individually as important shifts from one type to another are ob- 
scured by an aggregative analysis An attempt is made to separate savings by 
receivers of incomes above and below £250 The best correlations were found to 
exist between “real” rather than money terms. The ’’income elasticity” of sav- 
ings of low income groups was found to be higher than that of the higher 
income groups, a result which tallies well with Colin Clark’s figures 

A close linear relation between business savings and interest and profits was 
found If business and private savings are compared it appears that the income 
elasticity of the richer groups, who save mainly through business firms, was 
considerably higher. A change in the income distribution in favor of the lower 
income groups would therefore reduce total savings. 

The effect of changes of the interest rate was found to be negligible in the case 
of business savings, and could not be determined with certainty for personal 
savings. Savings by the state and local authorities were found to be negligible 
even in normal times 
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The relation between changes in national income and net savings, t e j the 
'’net investment multiplier’* was found to be between 41/^ and 7 for die pre-war, 
and between 4 and 5^^ for the post-war period The method of calculation 
brings out clearly the functional rather than causal nature of the multiplier 
The results, of which only a highly inadequate selection has been given, are 
used to check some of the business cycle theories The author feels that there 
is at least evidence that no undersaving took place in Great Britain during the 
period under consideration 

Wolfgang F Stolper 

Smith, E L Tides in the affairs of men: an approach to the appraisal of economic 
change, (New York. Macmillan 1939 Pp x, 178 $2 ) 

Smith, also author of Common Stocks as Long-Term Investments, published 
in 1924 and frequently cited in 1929, needlessly warns that he leaves ’’the 
comfortable confines of economics” (p 4) to conduct “preliminary explora- 
tions” in regions occupied by “anthropologists, physicians, psychologists, geo- 
physicists, meteorologists and astronomers” (p 4) 

A newspaper account of the Canadian Biological Conference m 1931 led to 
a “simple operation” upon an industrial stock price index, resulting in the 
“Decennial Pattern ” This pattern, explained in the first part of the book, is 
purported to fit the stock price index for each of the last several decades, the 
upward trend of this index incidentally suggesting that the thesis of the 1924 
monograph “need not be discarded” (p 8) Stock prices following this pattern 
are concluded to have tended to decline in the third, seventh (and “sometimes” 
the sixth) and the tenth years of each decade and to rise m the fifth, eighth 
and the greater part of the ninth years (pp 11 and 15) However, in view 
of the many exceptions (pp 10 and 11) to the pattern’s supposed regularity, 
acceptance of the periodicity of the “Decennial Pattern” becomes exceedingly 
difficult 

The second part of the book contains an abbreviated analysis of possible 
relationships between the business cycle and solar radiation as reflected in 
changes in barometric pressure, rainfall and sun-spot cycles For a short time, 
an objective analysis seems about to be undertaken, but the “Decennial Pat- 
tern” returns and objectivity disappears Efforts to substantiate use of the 
hypothesis of the “Decennnial Pattern” (chaps 18 and 19), in predicting 
stock price movements in 1937, fail to prove its efficacy Perhaps solar radiation 
affects the business cycle, but our limited knowledge of such influences pre- 
cludes acceptance of a cyclical pattern thus constructed for use in predicting 
stock prices and general business conditions. 

Statements about the periodicity of the “Decennial Pattern” repeatedly occur 
in the face of frequent admissions of the inadequacy of the investigation and 
the author’s disclaimer of competence (p 66) in the fields which he seeks to 
explore Only limited familiarity with the literature of the so-called business 
cycle is revealed and the book is but sparsely documented Evidence of a desire 
to analyze scientifically, in spite of hieroglyphic-laden charts, is buried beneath 
the apparent intent tc estaolish the “Decennial Pattern ” While Smith may 
desire to encourage research (p 163) in this direction, his book will hardly 
challenge economists 


L. Douglas Meredith 
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Smith, J. H Tests of significance: what they mean and how to use them, (Chi- 
cago. Univ. of Chicago School of Business. 1939. Pp ix, 90 $1 ) 

This study contains a brief discussion of each of a number of significance 
tests and a mathematical appendix covering their derivations The tests included 
are well known* the binomial p, normal distribution, X® for means and good- 
ness of fit, the F-test (Snedecor’s more convenient form of the z-test), regres- 
sion coefficients, correlation coefficient and partial correlation ratios 
Non-statisticians for whom, presumably, this tract was written, will regret 
the scarcity of examples On the other hand, the appendix is of high quality 
The author’s derivations are systematic and good. 

H A Freeman 

Wold, H A study tn the analysts of stationary time series. (Uppsala: Almquist 
and Wiksells 1938 Pp via, 214 Kr 8 ) 

Background- 1940 census (Washington, U S Dept of Commerce, Bur. of 
Census 1939 ) 

Junior statistician: an examination outline. (New York Arco Pub Co 1939 
Pp 66 $1 50 ) 

Proceedings of the Industrial Statistics Conference held at Massachusetts Institute 
of Technology, Cambridge, September 8-9, 1938. (New York* Pitman 1939 
Pp 315 $2 50 ) 

Studies in income and wealth. Vol III By the Conference on Research in National 
Income and Wealth (New York Nat Bur of Econ Res 1939 Pp xxiii, 479 
$3 50 ) 
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public welfare. Jour Am Stat, Assoc , Dec , 1939 Pp 9 

Socialism and Cooperative Enterprises 

Ramirez Cabanas, J La onentacidn del movimiento cooperattvo en Mexico. Rev. de 
Hacienda, Aug , 1939 Pp 7. 

ZORBAUGH, GSM Consumers* cooperation in Great Britain — a notable economic survey 
Am Fed , Oct , 1939 Pp 6. 

Statistics and Its Methods 

Boldrini, M Suir impiego investtgativo dello schema probabilistico di Poisson Giorn 
d Econ , May-June, 1939 Pp. 19 

Cohen, J B and Firestone, J M On an experiment in the teaching of statistics Jour 
Am Stat Assoc , Dec , 1939 Pp 2 

Dieulefait, C E Cdlculo de algunos momentos Rev de Ciencias Econ , Sept , 1929 Pp 6 

Drummond, G F Variations in cost. Canadian Jour Econ and Pol Sci , Nov , 1939 
Pp 13 

Falkner, R P Methods and problems of evaluating wealth Conf Bd Econ Record, 
Oct 5, 1939. Pp 4. 

The nature of wealth Conf Bd Econ Record, Oct 5, 1939 Pp 2 

New estimates of the national wealth and of its state distribution, 1922-1937 

Conf Bd Econ Record, Oct 5, 1939 Pp 11 

Gosnell, F a The 1939 census of business gets under way. Jour Am Stat Assoc , Dec , 
1939 Pp 7 

King, W I. Can production of automobiles be stabilized by making their prices flexible? 
Jour Am Stat Assoc, Dec, 1939 Pp 11 

Marschak, j On combining market and budget data in demand studies: a suggestion 
Econometrica, Oct , 1939 Pp 4 

Martinotti, P Estensioni nel concetto dt media Giorn d Econ , July-Aug , 1939 Pp 9 

Mendershausen, H Eliminating changing seasonals by multiple regression analysts Rev 
Econ Stat , Nov , 1939 Pp 7 

Mengarelli, C Teorie sull* tnduzione statistica Riv. Internaz di Sci. Soc, Sept, 1939 
Pp 13 

Mitchell, W , Jr. Factors affecting the rate of return on mailed questionnaires. Jour Am 
Stat Assoc , Dec , 1939 Pp 10 

Palmer, G L The convertibility list of occupations and the problems of developing it 
Jour Am Stat Assoc, Dec, 1939 Pp 16 

Roos, C F and von Szeliski, W The concept of demand and price elasticity — the dynamics 
of automobile demand (with a rejoinder by W I King and a further reply by C F. 
Roos and V von Szeliski) Jour Am Stat Assoc, Dec, 1939 Pp 15 

Smith, J H Tests of significance: what they mean and how to use them. Jour Bus Univ 
Chicago, part 2, Oct , 1939 Pp. 90 
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NEDECOR, G W Design of sampling experiments tn the social sciences. Jour. Farm 
Econ , Nov , 1939 Pp 10 

TOCK, J S. ^ method of graphic interpolation Jour Am Stat Assoc , Dec , 1939. Pp 5 
WEEZY, M Y Distribution of wealth and income under the nazts Rev Econ Stat , Nov , 
1939. Pp. 7. 

'iNBERGEN, J The dynamics of share-pnce formation. Rev Econ Stat , Nov , 1939 Pp 8 
7ald, a a new formula for the index of cost of living Econometnca, Oct , 1939 Pp 13 
7ISHART, J Some aspects of the teaching of statistics (with discussion) Jour Royal 
Stat Soc , part iv, 1939 Pp 33. 



NOTES 

The Nominating Committee of the American Economic Association has 
been appointed: John M. Clark, Columbia University, chairman; William C. 
Qark, Ottawa, Canada; Corwin D. Edwards, Federal Trade Commission; 
Harold M. Groves, University of Wisconsin; Earl J. Hamilton, Duke Uni- 
versity; John Parke Young, Occidental College. Members are invited to send 
to the committee the names of persons whom they would like to have con- 
sidered for the elective offices — president, vice-president, second vice-president 
and two members of the Executive Committee. 

The following names have been added to the membership of the American 
Economic Association since November 1: 

Arthur, H B , Swift & Co , General Office, Union Stock Yards, Chicago, 111 
Bailey, R W, University of Akron, Akron, Ohio 
Bakke, E W, Dept of Econ, Yale University, New Haven, Conn 
Baldwin, C D , 226 Commerce Bldg , University of Illinois, Urbana, 111. 

Ballard, M L, 1745 K St. NW, Washington, DC 

Barnes, Mrs L, 3133 Connecticut Ave NW, Washington, DC 

Baxter, R J, University of Pittsburgh, 2332 Cathedral of Learning, Pittsburgh, Pa 

Bearnson, J B , University of Utah, Salt Lake City, Utah 

Blaser, A F, Jr, 512 W 122nd St, New York City 

Boehmler, E. W, Central YMCA College, 19 S La Salle St, Chicago. Ill 

Bramble, H P, 509 W 121st St, New York City 

Braunthal, A , 39-69 46th St , Long Island City, N Y 

Brewster, M R , Georgia Tech , Atlanta, Ga 

Brooks, B F, Butler University, Indianapolis, Ind 

Buckley, L F, Box 124, Notre Dame, Ind 

Bunkhead, J , Sterling Hall, Madison, Wis. 

Burhans, N C , 1806 Orchard St , Alexandria, Va 
Cawthorn, D R., 216 N University Ave , Oxford, Ohio 
Cherington, C R , 3 Phillips PI , Cambridge, Mass 
Cohen, F , 88 Central Park West, New York City. 

Cooper, V , Eastern Montana Normal School, Billings, Mont 

Cotton, T L , 60 E 42nd St , New York City 

Cross, I B , Jr , 204 Morgan Hall, Soldiers Field, Boston, Mass. 

Davis, W C, 220 Maple St, Reno, Nev 

Deyo, D E , 17 Bond St , Manchester, Conn 

Dorfman, J , Dept of Econ , Columbia University, New York City 

Dreiman, L S , University of Minnesota, Minneapolis, Minn 

Durand, J D , Bureau of the Census, Div of Population, Washington, D C 

Farley, J T , Duquesne University, Pittsburgh, Pa 

Fischer, E R , 1948 Bathgate Ave , New York City. 

Fitch, L C, 1192 E. 31st St, Brooklyn, NY 
Foster, J R , 118 Ashwood Ave , Summit, N J. 

Foster, M. B, School of Commerce, New York University, Washington Sq, New York 
City. 

French, I M, 18 Vinton St, Long Beach, LI, NY 
Friedrich, W, G , 18 Arrularius Terr , Maplewood, N J 
Gaffey, J D, Rensselaer Polytechnic Inst, Troy, NY. 

Gardner, W. R, 115 Leland St, Chevy Chase, Md 
Gillim, M H , Box 626, Owensboro, Ky. 

Glasson, W H , 710 Buchanan Rd , Durham, N C 
Gutmann, F , University of North Carolina, Chapel Hill, N C 
Guyton, P L, Simpson College, Indianola, Iowa. 

Haas, F J , School of Soc Sci , Catholic Univ of America, Washington, D C 
Hald, E C , Dept of Soc Stud , Chico State College, Chico, Calif 
Hamilton, F A , Jr , 4745 Bayard St , Pittsburgh, Pa 
Handy, W K , Jr , 6148 Woodlawn Ave , Chicago, 111. 

Hannay, E B,, 23 Bank St , Princeton, N J. 

Hickman, W. B , Princeton University, Princeton, N J 
Hoag, C. G , 619 Walnut Lane, Haverford, Pa. 
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Homberger, L M, American Univ, 1901 F St. NW, Washington, DC. 

Hotchkiss, H D, 130 W. 13th St, New York Qty. 

Hughes, J. F., 14 Wall St , New York Qty 

Hulse, A E, 146-17 Hawthorn Ave, Flushing, NY 

Inwood, E L , Dept of Econ , University of Nevada, Reno, Nev 

Jefferis, R P , Jr , 209 Standish Dr , Syracuse, N Y. 

Kelly, A W, Deep Springs, Calif 

Kelly, E J, P O Box 446, Santa Clara, Calif 

Kershaw, J A , Hofstra College, Hempstead, L I , N Y 

Kirshen, H B , Dept of Econ and Soc , University of Maine, Orono, Me 

Knight, B W , Dept of Econ , Dartmouth College, Hanover, N H 

Kochenderfer, C C , Kent State University, Kent, Ohio 

Landon, C E , Dept of Econ , Duke University, Durham, N C 

Lauterbach, A, 11 Washington Terr, New York City 

Leavitt, W L , 408 W Illinois St , Urbana, III 

Lee, M W , 122 E 4 North St , Logan. Utah 

Legan, W E, 1014 Pine St, St Louis, Mo 

Lester, A H , 4302 N 4th St , Arlington, Va 

Levine, A J , S J Tilden High School, E 57th St , Brooklyn, N Y 

Lipkowitz, I , U S Court House, R 1901, Foley Sq , New York City 

Longman, D R , University of Rochester, Rochester, N Y 

McCarthy, P M, 427 85th St, Brooklyn, NY 

Mackenzie, D H , Coll of Econ and Bus , Univ of Washington, Seattle, Wash 

ManevaL R K , Pennsylvania State College, Undergraduate Center, Altoona, Pa 

MarschaK, J, 100 Buckingham Rd , Yonkers-Hepperhan, NY 

Martin, R F , Graduate School of Bus , Stanford University, Calif 

Mendieta, F A , 977 E 37th St , Brooklyn, N Y 

Miles, J R , 1012 Jackson, Monroe, Fla 

Miller, J L , 24 Grand Ave , Madison, Wis 

Modlin, G M , University of Richmond, Richmond, Va 

Montgomery, R H , University of Texas, Austin, Tex, 

Moore, C W, 107 Holden Green, Cambridge, Mass 

Morns, W S , 732 14th Ave , Paterson, N J 

Morse, H C, 531 W 122nd St, Apt A-11, New York City 

Nelson, S , U S Dept of Labor, Bureau of Labor Stat , Washington, D C 

Newman, W H , Wharton School, Univ of Pennsylvania, Philadelphia, Pa 

Norton, J D W , 104 Scotland Rd , S Orange, N J 

Oliver, C, Jr, 1911 Oleander, Apt 2, Baton Rouge, La 

O’Neil, L D , Commonwealth Ave at Granby St , Boston, Mass 

Ormes, F R, Wabash College, Crawfordsville, Ind 

Ostrolenk, B , College of the City of New York, 17 Lexington Ave , New York City 
Parker, B D , Dillard University, New Orleans, La 

Pasvolsky, L , Dept of State, Special Asst to Secretary of State, Washington, D C. 
Phillips, E J , Jr , R 2000, 105 W Adams St , Chicago, 111 
Plum, L V , 48 Vandeventer St , Princeton, N J 

Pruefer, C H , School of Bus Admin , University of Minnesota, Minneapolis, Minn 

Reich, J , 1675 Grand Concourse, The Bronx, New York City 

Risinger, B B , College of Commerce, University, La 

Rowland, J P , Dept of Econ , Chestnut Hill College, Philadelphia, Pa 

Russell, R B , Brookings Inst , 722 Jackson PI N W , Washington, D C 

Sarosi, O , Ridgely Apartments, Birmingham, Ala 

Schmidt, O A , 1726 M St N W , Washington, D C 

Seymour, H V , 3614 Newark St N W , Washington, D C. 

Shearer, W W., Wabash College, Crawfordsville, Ind 
Shilland, P D, University of Illinois, Commerce Bldg, Urbana, 111 
Shultz, W. J , College of the City of N.Y , School of Bus and Civic Admin , 17 Lexing- 
ton Ave , New York City. 

Smith, E. L, 535 Beacon St, Boston, Mass 

Smith, R J , Div. of Agric Econ , University of California, Los Angeles, Calif 

Smythe, L T , Dept of Econ , Iowa State College, Ames, Iowa 

Soudek, J , 900 W End Ave , New York City 

Swanson, E W, Washington State College, Pullman, Wash 

Tamagna, F M, Xavier University, Cincinnati, Ohio 

Temple, A H., National City Bank, New York City 
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Truitt, G , Hofstra College, Hempstead, LI,, NY 
Weisenfeld, A H , 4 S Pinehurst Ave , New York Qty. 

Weisskopf, W. A , Econ. Dept , University of Omaha, Omaha, Neb 

Wendt, P F , Maryville College, Maryville, Tenn 

Wilson, W. C, University of Delaware, Newark, Del 

Woodbridge, F W , 2326 Scarff St , Los Angeles, Calif 

Woods, R. M, Saint Mary's College, Wmona, Mmn 

Wright, D M., Colonnade Club, University of Virginia, Charlottesville, Va 

Wyckoff, V J., Umversity of Maryland, College Park, Md 

The Pacific Coast Economic Association has elected the following officers 
Arthur G. Coons, Qaremont Colleges, president; Carl S Dakan, University of 
Washington, vice-president; Hampton K Snell, University of Southern Cali- 
fornia, seaetary-treasurer; ^Ivin Crumbaker, University of Oregon, editor 
At the eighteenth annual conference of the Pacific Co 2 iSt Economic Associa- 
tion, held at the State College of Washington and the University of Idaho 
December 27-29, 1939, papers were read as follows: “The Oregon Anti- 
Picketing Legislation,” by William C Jones, Willamette University, ‘The 
Loyal Legion of Loggers and Lumbermen,” by William C Moore, University of 
Idiio; “The Economics of the Fair Labor Standards Act,” by F. W, Clower, 
State Allege of Washington, “Regional Aspects of the Level of Employment,” 
by Robert Terrill, Reed College, “The Present Status of the Theory of Capital,” 
by Floyd F. Burtchett, University of California at Los Angeles, “Capitalization 
Principle and Depreciation Charges,” by Arthur H Long, University of Wash- 
ington, “The Accountants’ Provision for Depreciation and Its Effect on Prices,” 
by Eustace LeMaster, Spokane, Washington, “Depreciation Policy in Periods 
of Declining Output,” by Perry Mason, University of California, “The Eco- 
nomics of Security,” presidential address, by Rivard B. Heflebower, State 
College of Washington; “The Sales Tax as a Revenue Measure in Depression 
Periods,” by Malcolm M. Davisson, University of California, “Tax Immunities 
and Tax Exemptions,” by Rex Ragan, University of Southern California, “The 
Use of Technical Aids in the Assessment of Property,” by T S Hedges, Wash- 
ington State Tax Commission, “A Preliminary View of the Work of the 
Temporary National Economic Committee,” by Maurice W. Lee, Utah State 
Agricultural College, “Rigid Prices, the Evidence Examined,” by Robert B. 
Pettengill, University of Southern California; “Monopolistic Aspects of Trade 
Unionism,” by Morrison Hansaker, Occidental College, “The Status of In- 
stitutional Economics,” by William E. Folz, University of Idaho; “Erratic 
Expectations and Money Rates of Interest,” by E. S Shaw, Stanford Univer- 
sity; “Statistical Concepts and the Theory of Cost,” by G F. Drummond, 
University of British Columbia. 

The allied social science associations are being served by the following officers 
durmg the present year: 

American Economic Assocution — Frederick C Mills, Columbia University, president, 
James Washington Bell, Northwestern University, secretary 
American Accounting Association — George A MacFarland, University of Pennsyl- 
vania, president, Henry T Chamberlain, Loyola University, secretary. 

American Association for Labor Legislation — Joseph P, Chamberlain, Columbia 
Umversity, president, John B Andrews, American Labor Legislation Review, 131 East 
23rd Street, New York Gty, secretary. 

American Association of University Teachers of Insurance — ^David McCahan, 
University of Pennsylvania, president; Chester A. Kline, Umversity of Pennsylvania, 
seaetary. 

American Farm Economic Association — H B. Price, Umversity of Kentucky, president , 
Asher Hobson, University of Wisconsin, secretary. 
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American Marketing Association — ^Donald R G Cowan, Swift & Company, Chicago, 
president; Albert Harmg, Indiana University, secretary 
American Political Soencb Assooation — ^Robert C Brooks, Swarthmore College, 
president, Kenneth Cblegrove, Northwestern University, secretary 
American Sooological Sooety — Robert M Maciver, Columbia University, president, 
Harold A Phelps, University of Pittsburgh, secretary 
American Statistical Association — F Leslie Hayford, General Motors Corporation, 
New York Dty, president, Frederick F Stephan, 1626 K Street, NW., Washington, 
DC, secretary 

Econometric Society — ^Joseph A Schumpeter, Harvard University, president; Alfred 
Cowles, Cowles Commission, University of Chicago, secretary 
Institute of Mathematical Statistics — S S Wilks, Princeton University, president, 
P. R Rider, Washington, secretary 

Tax Policy League — Harold S Buttenheim, Editor, Tt?e American Oty, president. Miss 
Mabel L Walker, Tax Policy League, 309 East 34th Street, New York Gty, seaetary. 

At the midyear meeting of the Mississippi Valley Historical Association held 
at Washington December 28-30, papers were read as follows: *‘The Railroads 
as a Social Force,” by Richard C Overton, Chicago, Burlington and Quincy 
Railroad, ”The Railroads as an Economic Force,” by Leland H Jenks, Wellesley 
College; ”The Railroads and the Scope of Government Activity,” by Edward 
G. Campbell, National Archives. 

A memorial meeting in honor of Professor Edwin R A. Seligman, Mc- 
Vickar professor of political economy at Columbia University, was held De- 
cember 13, 1939, at the Low Memorial Library Addresses were made by 
President Butler, Alvin S Johnson, Robert Murray Haig, James T. Shotwell, 
Mary K. Simkhovitch, and Mabel P. H. Lee 

Because of the war, the session of the International Statistical Institute 
scheduled to be held May 10-18, 1940, has been indefinitely postponed. The 
eighth American Scientific Congress wiU be held in Washington as scheduled 
on these dates, and a statistical section has been added to this Congress as a 
substitute for the meeting of the International Statistical Institute. 

The second Conference on Consumer Education will be held at Stephens 
College, Missouri, April 1-3 

The twenty-second annual meeting of the American Association of Collegiate 
Schools of Business will be held at the University of Texas, Austin, April 
18-20. 


Announcement is made of the Public Service Fellowship established in 
1934 by the former Women's Organization for National Prohibition Reform 
This Fellowship offers a sum of $1,300 for a year of graduate study at an ap- 
proved college or university in one or more or the related fields of economics, 
government, history and sociology. The award is made annually by the faculty 
of Barnard College to a woman who has graduated within the past five years 
and who shows promise of usefulness in pubhc service Further information 
may be obtained from Professor Maude A. Huttman, Barnard College, Co- 
lumbia University. 

The original records of Brook Farm are being edited for publication by 
Arthur E. Bestor, Jr., assistant professor of history at Columbia University. 
The editor solicits the aid of collectors in locating manuscripts, particularly 
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letters written from Brook Farm or diaries kept by members of the community. 
Address Arthur E. Bestor, Jr., Box 386, Teachers College, Columbia University. 

James E. Gould, professor of transportation in the College of Economics 
and Business at the University of Washington, died November 11, 1939. 

Max S. Handman, professor of economics at the University of Michigan, 
died December 26, 1939. 

Appotntments and Resignations 

Wendell M. Adamson has been promoted from the rank of instructor to 
that of assistant professor of statistics at the University of Alabama 

Paul E. Alyea has been promoted from assistant professor to associate pro- 
fessor of economics at the University of Alabama 

A. E. Andress, formerly instructor in economics at Princeton University, 
is assistant professor of economics at Hiram College. 

J. Douglas Brown, professor of economics and director of the Industrial 
Relations Section of Princeton University, is on sabbatical leave for the second 
term of this year, studying current problems in industrial relations and social 
insurance He will also deliver lectures on social security at Johns Hopkins 
University. 

Henry A Burd has resumed his duties as professor of marketing in the 
College of Economics and Business at the University of Washington after an 
absence of one quarter. 

H. H. Chapman, director of the University of Alabama Bureau of Business 
Research, has been appointed a member of the Employer-Experience Rating 
Committee of the Department of Industrial Relations of the State of Alabama 

J B Condliffe, formerly of the London School of Economics, is professor of 
international trade at the University of California, Berkeley, succeeding Dr 
Henry F. Grady, who resigned two years ago 

A. C Dambrun, formerly assistant in economics at Princeton University, is 
instructor in economics at Montana State University 

George M. Dougherty, Jr, of the University of Pennsylvania is acting in- 
structor of transportation in the College of Economics and Business at the 
University of Washington. 

Paul H. Douglas of the University of Chicago has been elected a member 
of the Chicago City Council for a term of four years. 

Roy L, Garis of Vanderbilt University will be a visiting professor at the 
University of Southern California in the department of economics for the 
summer session of 1940. 
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Anton deHaas of the Graduate School of Business Administration of Har- 
vard University, will be a visiting professor at the University of Southern 
Cahfomia in the department of economics for the summer session of 1940, 

Everett D Hawkins of Mount Holyoke 0)llege has been granted a semester’s 
leave of absence during which he will be visiting professor in the Industrial 
Relations Section of the California Institute of Technology. 

K Helleiner of Vienna has been attached to the department of political 
economy of the University of Toronto. 

Paul T. Homan of Cornell University will deliver lectures on competition, 
government regulation and social control as visiting lecturer at Johns Hopkins 
University during the second semester. 

Everette N Hong has been appointed lecturer in economics for 1939-1940 at 
the University of Southern California 

Hiram L Jome of DePauw University will be acting professor of economics 
and finance at the University of Missouri during the coming summer session. 

Chester H Knight has been promoted from associate professor of account- 
ing to professor at the University of Alabama 

F A Knox is acting chairman of the department of economics at Queen’s 
University, Canada. 

S Owen Lane has been appointed teaching assistant at the University of 
Southern California for 1939-1940 

Richard A Lester has resumed his duties in the College of Economics and 
Business at the University of Washington. 

Gertrud Lovasy of Vienna is a visiting lecturer at Wellesley College during 
the month of March, 

Donald H Mackenzie of the University of Washington has been granted 
leave of absence to take a position for the second semester at the Graduate 
School of Business Administration of Harvard University 

W. A Mackintosh, professor of economics at Queen’s University, Canada, 
has been granted a leave of absence for the duration of the war in order to 
be special assistant to the Deputy Minister of Finance, Ottawa 

C. Ward Macy of the economics staff of Coe College, has been appointed 
chairman of the recently established division of social sciences. 

Vernon A. Mund, professor of economics in the College of Economics and 
Business at the University of Washington, has been granted a leave of absence 
for the spring quarter of 1940 to make a field study of industrial prices. 
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Millard Peck of the United States Department of Agriculture became on 
July 1, 1939 , the regional leader of the Division of Land Economics, Bureau of 
Agricultural Economics, having charge of the field work of the Division of 
Land Economics in both the northern and southern Great Plains, with head- 
quarters at Lincoln, Nebraska. 

John A. Pfanner, Jr., instructor in business organization and management, has 
been promoted to the rank of assistant professor at the University or Nebraska 

Lloyd P Rice has resumed his teaching in Dartmouth College after a leave 
of one and one-half years to serve as financial adviser to the Philippine Govern- 
ment in connection with a revision of tax systems. 

I L Sharfman, professor of economics at the University of Michigan, is 
on a sabbatical leave during the second semester of the present academic year 

Donald P Sherman has been promoted from assistant professor to associate 
professor of economics at Michigan College of Mining and Technology. 

R. G H. Smails is co-director of the School of Commerce at Queen’s Uni- 
versity, Canada. 

Frank H Sparks is lecturer in economics for 1939-1940 at the University 
of Southern California 

William A. Spurr has been appointed acting chairman of the department 
of business research in the University of Nebraska 

Wendell P Trumbull has been appointed lecturer in accounting and man- 
agement at the University of Washington for the period from February to 
July, 1940. 

Roland S Vaile of the University of Minnesota is serving as economic con- 
sultant with Cargill, Inc , grain merchants of Minneapolis 

C. E Walker is co-director of the School of Commerce at Queen’s University, 
Canada. 

N Wollman, formerly assistant in economics at Princeton University, is 
instructor in economics at Colorado College. 

William H. Wynne has been appointed associate professor of economics at 
the University of Michigan for the second semester of the present academic 
year. 



ACADEMIC VACANQES AND APPLICATIONS 

The Association is glad to render service to applicants who wish to make known 
their availability for teaching positions in the field of economics and to administra- 
tive officers of colleges and universities who are seeking to fill vacancies in this field 
The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results The Secretary’s Office will merely afford 
a central point for clearing inquiries ; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made It is optional with 
those submitting such announcements to publish name and address or to use a key 
number 

Communications should be addressed to The Secretary, American Economic As- 
sociation, Northwestern University, Evanston. Illinois 

Vacancies 
No announcements 
Teachers Available 

Economics, business administration' Man, 42, PhD, Columbia, CPA Six years of 
teaching, also executive and public accounting experience Employed, but seeks posi- 
tion with substantial promotion Available in June, 1940 ElOl 

Prices, finance, cycles, investments, public utilities • Man, 30, married, DCS, 
New York Special training m the above fields consists of teaching experience, re- 
search work in consultation, numerous publications Employed, but would like op- 
portunity for further advancement Available in February, 1940 El 02 

Theory, economic history, statistics Man, 39, married, Ph D , 1940, Michigan 
Six years of teaching experience in high schools, 8 years as professor of economics 
in universities, a number of years in government service Employed, but seeks pro- 
fessional and financial advancement, would prefer state university or state teachers 
college Available in June, 1940. E103 

General economics, labor: Man, 24, MA, 1935, University of Glasgow, work for 
PhD completed. Trinity College, University of Cambridge American citizen Ex- 
perienced research worker, prizes and scholarships, numerous publications Unem- 
ployed El 04 

Theory, corporation finance: Man, 41, married, BS, 1927, Illinois Eleven years of 
office experience with both small and large companies, 2 years of teaching in public 
grade schools, 2 years of teaching in private business school Employed but available on 
short notice Desires better opportunity and larger salary Address inquiries to Willard 
Sebern Hall, 819 Leland Avenue, Chicago, Illinois 

Public control of business, transportation, public utilities: Man, 36, married, PhD, 
1931, Harvard, Henry Lee Memorial Fellow in Economics Ten years of teaching 
experience in universities and colleges Numerous publications m economic and legal 
periodicals, price control research in progress Employed, but desires professional 
advancement E105 

Theory, consumption economics' Man, 49, married, PhD, 1929, Johns Hopkins 
Twenty years of experience includes 11 years in leading college for women, foreign 
study and travel , research experience in government library m Washington Phi Beta 
Kappa Employed, but desires university position with facilities for research Available 
second semester, 1939-40 E106 

P inane e, trust problems, relation of government to business, taxation, labor: Man, 
31, J D , 1937, A M , 1939, New York Six years of teaching experience in New York 
City secondary schools, 2 years of general law practice Now teaching and practicing 
law, interested in college teaching and advanced work in economics Available m 
February, 1940. E107 

War economics, shifts in economic structure: Man, 35, married. Dr rer pol , Uni- 
versity of Vienna, 1925 Has English, German, French, Italian, Czech, and Polish 
language eqmpment Lecturer at the University Extension, Vienna, economic writer; 
correspondent of English newspapers; radio commentator, translator for the Geneva 
Labour Office Grant-m-aid expires in January, 1940; available then El 08 
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Applied economtcSt finance, accounting: Woman, 34, PhD, 1938; CPA Three 
years of expenence m public accountancy, 2 years of travel and research abroad, 4 
years of experience as chairman of economic departments in two women’s colleges 
Beta Gamma Sigma Employed, but seeks other position. Prefers a woman’s college 
Available in June, 1940. El09 

International economics, government control of bustness: Man, 35, married, Doctor in 
Economics, 1924, Doctor in Law, 1926, University of Rome Research Fellow. Teach- 
ing, editmg, and research experience both in the United States and abroad Would 
like teaching or research position Available m January, 1940. El 10 

Labor problems: Man, 28, married, MA. 1939. Columbia Bank auditor, 10 years 
of experience in a bank Desires to get into teaching field or m a field pertaining to 
economics Available immediately. Bill 

Theory, economic history, co-operative enterprises, public finance, soaal reforms: 
Man, 40, married. Dr rer. pol , 1924, Halle, Germany Nine years of college teaching 
experience m the United States , several years of research in and author of two boolu 
on the history of the co-operative movement, 4 years as editor of newspapers Em- 
ployed, but desires position with better opportunities for advancement and, if possible, 
for research Available in summer, 1940. El 12 

Business cycle and monetary theory: Man, 34, married. Dr rer pol , 1928, Frankfort, 
Germany Two years of experience as research assistant, 2 years of banking experience, 
4 years as financial editor, 6 years of teaching, 3 years as investment counselor Em- 
ployed, but prefers research or teaching position Available in October, 1940 El 13 

Consumer economics: Man, 39, married, PhD, 1929, Chicago Eleven and a half 
years of teaching experience, now professor of economics and head of department 
of economics and sociology Desires appointment for summer, 1940, only, would 
like to teach consumer economics to wider group than available at own institution 

E114 

Law, labor. Man, 48, married, Ph D , Illinois Ten years of college and university 
teaching in economics, accounting, and government, 3 years in U S Civil Service, 
accountant and stenographer, member of Iowa Bar Employed as head of a college 
department of business administration, but wishes to make better use of specialized 
traimng in economics and law Available in summer and fall, 1940 El 15 

Labor, management • Man, 39, married, PhD, 1931, Wisconsin University teaching 
experience, research and general experience in business and government agencies 
Lecturer in the evening session of a large college and manager of trade association 
Would like to return to full-time college teaching Available in February, 1940 

Ell6 

Money and banking • Man, 30, married, Ph D , 1935, Harvard Teaching and research 
experience Employed as government economist Desires financial advancement, with 
preference for academic work Address inquiries to Arthur P L Turner, Jr, 1202 
North Danville Street, Arlington, Virginia 

Theory, finance, history Man, 43, married, Ph D , 1934, Iowa Seventeen years of 
teaching experience in universities Health of members of family necessitates movmg 
from southern location Prefers position as head of department in a small libral arts 
college Available in June, 1940 El 17 

Theory, public finance, banking, corporation finance Man, 35, married, Ph D , 1937, 
Stanford Wide experience in teaching, research, and business Now employed as 
associate professor but seeking better arrangement as to courses and research Avail- 
able on short notice. El 18 

Organization and management, theory: Man, 30, married, MBA, 1932, Northwestern 
Work for Ph D nearing completion Beta Gamma Sigma Six years of college teaching 
experience; 2 years as accountant m business. At present professor in a small college 
Desires larger opportumty Available in June, 1940 El 19 
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Labor, social insurance: Man, 32, married, M.S, 1933, California. Work for PhD 
nearmg completion Four years of accounting, personnel, and research experience with 
a large oil company; 1 year with a state commission on wage and hour study; 31/2 
years of part-time university teaching; 1 year as research assistant in labor law. Now 
teaching part time in a large state university, seeking a full-time teaching appoint- 
ment Available m February, 1940 El 20 

Economics, social problems, labor administration: Man, 53, Austrian refugee, Doctor 
of Law, Vienna, with wide experience in European universities and outside con- 
nections Government delegate to international labor and economic conferences. 
Seeks placement m an American university, with possible aid of foundation funds. 
List of publications and references available El 21 

Labor: Man, 25, MA, 1938, Northwestern Working toward PhD Three years of 
experience in government statistical work, special study of effects of new minimum 
wage law Employed part-time teaching assistant and researcher Available in February, 
1940 E122 

Theory, money, international economics, social problems: Man, 48, married, PhD, 
1920, Qiicago Twenty years of academic, research, and writing experience. Em- 
ployed as professor in a liberal arts college Desires larger opportunity El 23 

Theory, social insurance, public welfare' Man, 26, work for PhD. nearing comple- 
tion Two and a half years as statistician, research assistant, and research analyst in 
field of unemployment and relief at federal level, iVi years as statistician and econo- 
mist in field of administration and research in social insurance at federal and state 
level Now employed as a government economist Available in fall of 1940 El24 

Theory, economic history, labor, money. Man, 37, PhD, 1934, Vienna Widely 
traveled, speaks French, German, Italian, Czech Has teachmg, research (research 
fellow at ie University of Chicago), and writing experience, now professor and 
head of department in small American college Desires professional advancement in 
a university or college Available in summer, 1940 El 2 5 

Labor, social movements, social insurance, history of economic thought. Man, 37, 
married, PhD, Wisconsin Employed in research capacity for government for 2 
years, 3 years part-time teaching as graduate student, 3 years as assistant professor 
of economics at an eastern umversity Several publications Available in June, 1940 

E126 

Consumption, theory, social reforms. Man, 38, married, Ph D , Illinois Eight years of 
college teaching, 8 years of industrial experience and social work Desires change to 
large college or university with some opportimity for specialization and research, 
preferably north central or east. Available June or September, 1940 El27 

Labor, theory: Man, 39, completing Ph D Has business experience and 10 years of 
college teachmg Now employed m an eastern college E128 

History and theory of capitalism (SombarTs type of work), history of economic 
thought, economic history, introductory economics, agricultural economics • Man, 36, 
M Agr , 1926, Prussian College of Agriculture, Berlin, Ph D., 1937, Columbia Years 
of experience in farm management, business enterprise, and research work , 2 years 
of educational and vocational guidance and teaching of economics in secondary schools , 
also lecturer in adult education. Available in March, 1940 References E129 

Theory, economic history, finance, business administration, accounting: Man, 30, 
MBA, 1940, Wharton School, 2 years of theory at Harvard Graduate School Five 
years of college teaching experience, 3 years in investments Interested only in full- 
time college teaching or in part-time teaching with opportunity for advanced work 
in economics Available in September, 1940. El 30 

Economic theory, principles, finance, transportation, marketing, consumption eco- 
nomics: Man, 50, married, MS , 1927. Fifteen years of teaching experience Wishes 
to obtain part-time teaching while taking Sabbatical leave. Would like an appoint- 
ment for summer school, 1940. Available in June, 1940 E131 
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Labor problems, principles: Man, 41, married, Ph D , 1932, G)lumbia Five years of 
experience teaching social sciences on college level ; 3 years of executive governmental 
experience in field of labor relations in the United States and Europe Desires position 
in college or university to teach labor problems and general economics. Publications. 
Available in September, 1 940 E 1 3 2 

Honey and hanking and cycles, international economics, statistics, economic history: 
Man, 37, married, Ph D , 1932, Harvard Twelve years of experience teaching eco- 
nomics in colleges and universities Employed, but desires position with greater 
financial and academic opportunity Available in June, 1940. El 33 

Industrial relations, organization and management, marketing* Man, 38, married 
Expects to receive Ph D from Columbia, 1940 Ten years of experience as depart- 
ment head for a large corporation, 2 years of teaching experience as an instructor, 
2 years as associate professor and head of marketmg and management department in 
a state umversity experiencing financial difficulties Available in September, 1940 

E134 

Theory, money and banking, statistics, applied economics Man, 30, married, Ph D , 
New York Three years of teaching experience in college, 8 months in government 
service, over 5 Vi years of varied business experience Employed, but desires advance- 
ment Available in June, 1940 El 35 

General economics* Man, 23, MA, 1939, Clark, work for PhD in progress Ex- 
perience as assistant, reader, practice-teacher of economics in a secondary school; 
at present fellow and assistant in economics Available in June, 1940 Address in- 
quiries to Paul M Gregory, Clark University Faculty House, 166 Woodland Street, 
Worcester, Massachusetts 

Money and banking, international economics and finance, public financCy economic 
history, theory Man, married, PhD (Cantab) in economics, also legal training 
American citizen Experience includes 10 years of teaching in leading colleges and 
universities and 6 years of responsible work on endowed and governmental research 
projects Numerous publications Highest references At present visiting associate 
professor at first rank umversity Available in September, 1940 El 36 
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PROGRAM OF THE FIFTY-SECOND ANNUAL MEETING 

As has been the custom in the past, main papers and discussion are published in full in 
these Proceedings The presidential address is, as usual, published in the March issue 
of the American Economic Review 

The discussion of mam papers has in some instances been relegated to round table sessions, 
but in many cases special topics were considered, quite unrelated to the other sessions. 
For instance, the main session on "Economic Issues in Social Security Policy," on 
Wednesday morning, was followed by a round table conference on the same subject in 
the afternoon, and papers on "Preserving Competition Versus Regulating Monopoly" 
were discussed at the round table conference on the same subject following Likewise, 
mam papers on "The Economics of War" were subject to special discussion at a round 
table conference on Friday 

In some instances morning sessions were followed by closely cognate afternoon round 
table sessions For example, the main session on "The Objectives of Monetary Policy" 
on Wednesday morning was followed by the round table on the closely related subject 
of "The Behavior of Bank Deposits in the Business Cycle" on the afternoon of the 
same day On the other hand, a number of sessions were planned on quite independent 
topics and are m a sense self-contained, with papers and discussion 

The Editor has been authorized to publish some of the round table papers in full 
Others are to appear in the American Economic Review or in some outside publication. 
Where their disposition is known, we have made a footnote record of the facts A sum- 
mary or abstract of the proceedings describes the character of the meetings in each 
instance 

Wednesday, December 27, 1939 

10 00 AM 

1 Objectives of Monetary Policy 

Chairman Arthur W Marget, University of Minnesota 
Papers Frank D Graham, Princeton University, B H Beckhart, Co- 
lumbia University, Howard S Ellis, University of California 
Discussion Ray B Westerfield, Yale University, Redvers Opie, Oxford 
University, Raymond J Saulnier, Columbia University 

2 Economic Issues in Social Security Policy (Joint session with the American 
Association for Labor Legislation) 

Chairman John B Andrews, American Association for Labor Legislation 
Papers Sumner H Slighter, Harvard University, J Douglas Brown, 
Princeton University, Eveline M Burns, Columbia University 
2 30 PM Round Table Conferences 

1 Economic Issues in Social Security Policy (Joint session with the American 

Association for Labor Legislation) 

Chairman J Douglas Brown, Princeton University 

Discussion Arthur J Altmeyer, Social Security Board , E Wight Bakke, 
Yale University, Eveline M Burns, Columbia University, Frank T de 
Vyver, Duke University, Richard A Lester, University of Washing- 
ton, Sumner H Slighter, Harvard University, Edwin E Witte, Uni- 
versity of Wisconsin, George H Trafton, American Association for 
Labor Legislation 

2 Bank Deposits and the Business Cycle 

Chairman James W Angell, Columbia University 

Papers Fritz Machlup, University of Buffalo, Martin Krost, Board of 
Governors, Federal Reserve System, Victor Longstreet, Board of Gov- 
ernors, Federal Reserve System, Rifat Tirana, Federal Reserve Bank of 
New York 

Discussion Norris Johnson, Federal Reserve Bank of New York, Donald 
S Thompson, Federal Deposit Insurance Corporation , Walter Gardner, 
Board of Governors, Federal Reserve System, Paul T Ellsworth, Uni- 
versity of Cincinnati 

3 Problems in the Teaching of Economics 

Chairman Raymond T Bye, University of Pennsylvania 
Papers Broadus Mitchell, Occidental College, Amy Hbwes, Mount 
Holyoke College, Willum W Hewett,* University of Cincinnati 
Discussion Paul M O'Leary, Cornell University, Maynard C Krueger, 
University of Chicago 

^ To be published m full in the June issue of the American Economic Review 



4 Price Control Under **Pair Traded* Legislation 
Chairman Ewald T Grether, University of California 

Papers Corwin D. Edwards, U S Department of Justice, Harry J Ost- 
LUND, University of Mmnesota, Reinhold P Wolff, trade Regulation 
Review 

Discussion Nathan Isaacs, Harvard Umversity 

5 Problems of American Commercial Policy 

Chairman Percy W Bidwell, Council on Foreign Relations 
Papers. Harry D Gidbonse,* Brooklyn College, Frank A Southard, Jr , 
Cornell University , E Dana Durand, U S Tariff Commission 
Discussion Calvin B Hoover, Duke University; Ernest K Lindley, 
Washington, D C , Charles R Whittlesey, Princeton University 

5 00 PM Meeting of the Executive Committee 

8 00 PM Presidential Addresses (Joint session with the American Sociological 

Society and the Rural Sociological Society) 

Chairman President Thomas S Gates, University of Pennsylvania 
Papers Jacob Viner,* American Economic Association , Edwin H Suther- 
land, American Sociological Society 

Thursday, December 28, 1939 

9 00 AM. Business Meeting 
10 00 A M. 

1 Transportation Problem 

Chairman D Philip Locklin, University of Illinois 
Papers Joseph B Eastman, Interstate Commerce Commission, C S 
Morgan, Interstate Commerce Commission, George P Baker, Harvard 
University 

Discussion C S Duncan, Association of American Railroads, Hebert E 
Dougall, Northwestern University 

2 Preserving Competition Versus Regulating Monopoly (Joint session with the 
American Statistical Association and the American Farm Economic Associa- 
tion) 

Chairman Edward S Mason, Harvard University 

Papers Corwin D Edwards, U S Department of Justice, Paul T 
Homan, Cornell University, Donald H Wallace, Williams College 

2 30 PM Round Table Conferences 

1 Preserving Competition Versus Regulating Monopoly (Joint session with 
the American Statistical Association and the American Farm Economic As- 
sociation ) 

Chairman Edward S Mason, Harvard University 

Discussion of papers presented at morning session Jerome Frank, Securi- 
ties and Exchange Commission, Leon Henderson, Securities and Ex- 
change Commission, Melvin de Chazeau, University of Virginia, Mil- 
ton Katz, Harvard University, Saul Nelson, U S. Bureau of Labor 
Statistics 

2 Theory of International Trade 

Chairman Frank D Graham, Princeton University 
Papers Gottfried Haberler,* Harvard University, Wassily W Leontief, 
Harvard University 

Discussion Charles R Whittlesey, Princeton University, Paul T Ells- 
worth, University of Cincinnati 

3 Collective Bargaining and Job Security 

Chairman George W Taylor, University of Pennsylvania 
Papers Frederick H Harbison, Princeton University, David Weintraub, 
National Research Project, Waldo E Fisher,* University of Pennsylvania 
Discussion Alfred E Hoffman, American Federation of Hosiery Workers , 
Merion H Hedges, International Brotherhood of Electrical Workers 

4 Banking Reform Through Supervisory Standards 
Chairman Leonard L Watkins, University of Michigan 

Papers Homer Jones, Federal Deposit Insurance Corporation, Roland I 
Robinson, Board of Governors, Federal Reserve System 

* To be published in the March issue of the American Economic Review 

* To be published in extended form in the American Economic Review, 



Discussion Cyril Upham, Deputy Comptroller of the Currency, Robert 
G Rodkey, University of Michigan, Laurence R Lundbn, University 
of Mmnesota, Lawrence H Seltzer, Wayne University 

5 The Incidence of Taxation 

Chairman Harry Gunnison Brown, University of Missouri 
Papers James K Hall,’ University of Washington, Henry C Simons, 
University of Chicago 

Discussion Harold M Groves, Umversity of Wisconsin, M. Slade Ken- 
drick, Cornell University, Tipton R Snavely, University of Virgima 

8 00 PM Economic Planning 

Chairman E Dana Durand, U S Tariff Commission 
Papers Benjamin M Anderson, Jr , University of California at Los An- 
geles, Calvin B Hoover, Duke University; Moritz J Bonn, London 
School of Economics 

Friday, December 29, 1939 

9 00 AM Business Meeting 

10 00 AM. 

1. Growth of Rigidity in Business 

Chairman Schofield Andrews, of Ballard, Spahr, Andrews and Ingersoll 
Papers N S B Gras, Harvard University, Violet Barbour, Vassar Col- 
lege, Earl J Hamilton, Duke University, Herbert Heaton, Umver- 
sity of Minnesota 

Discussion Rudolf A. Clemen, American University, Rufus S Tucker, 
General Motors Corporation 

2 Economics of War 

Chairman Ernest Minor Patterson, University of Pennsylvania 
Papers Frederick Pollock, Institute of Social Research, Frank G Dick- 
inson, University of Illinois , Bruce Knight,* Dartmouth College , Aaron 
Director, Brookings Institution 

12 00 m Meeting of the Executive Committee 

2 30 P m Round Table Conferences 

1 Economics of War 

Chairman Charles O Hardy, Brookings Institution 
Paper Siegfried von Ciriacy-Wantrup, University of California 
Discussion of Mr Cinacy-Wantrup’s paper and of the papers presented at 
the morning session Michael Heilperin, New York Oty, Herbert 
Zassenhaus, Juniata College; Frederick Strauss, U S Department of 
Agriculture, Gerhard Colm, U S Department of Commerce, Herbert 
Stein, Washington, D C. , Lewis L Lorwin, New York City 

2 Population Problems 

Chairman Alvin H Hansen, Harvard University 

Papers Joseph J Spengler,* Duke University, Otto Nathan, New York 
University , O E Baker, U S Department of Agriculture 
Discussion Morris A Copeland, Central Statistical Board, James G 
Evans, University of North Carolina, Alan R Sweezy 

3 Recent Books on Consumption* (Joint session with the American Marketing 
Association) 

Chairman Theodore N Beckman, Ohio State University 
Papers Hazel Kyrk, University of Chicago, Homer W Widener, Uni- 
versity of Buffalo , Willard E Atkins, New York University 
Discussion Ralph Cassady, Jr , Umversity of California , Jessie V Coles, 
University of Missouri, Margaret G Reid, Iowa State College, Leland 
J Gordon, Denison University, Roland S Vaile, Umversity of Minne- 
sota 

4 Cost Functions and Their Relation to Imperfect Competition (Joint session 
with the Econometric Society) 

Chairman Theodore O Yntema, University of Chicago and Cowles Com- 
mission for Research in Economics 

Papers J. M Clark,’ Columbia Umversity, Joel Dean, University of Chi- 
cago and Cowles Commission for Research in Economics, Roswell H 
Whitman, R H Macy and Company 
Discussion George J Stigler, University of Minnesota 

* Paper read by W A Carter. 

“ To be published in full in the Journal of Political Economy 

* To be published in full m the Journal of Marketing. 



T he purpose of the American Economic Associ- 
ation, according to its charter, is the encourage- 
ment of economic research, the issue of publications 
on economic subjects, and the encouragement of per- 
fect freedom of economic discussion The Association 
as such takes no partisan attitude, nor does it commit 
Its members to any position on practical economic 
questions It is the organ of no party, sect, or insti- 
tution Persons of all shades of economic opinion 
are found among its members, and widely different 
issues are given a hearing in its annual meetings and 
through its publications The Association, therefore, 
assumes no responsibility for the opinions expressed 
by those who participate in its meetings. 

James Washington Bell 
Secretary 



THE OBJECTIVES OF MONETARY POLICY 

(A senes of three papers and discussion) 

THE PRIMARY FUNCTIONS OF MONEY AND THEIR CONSUMMA- 
TION IN MONETARY POLICY 

By Frank D Graham 
Princeton University 

Two only of the functions ordinarily attributed to money are of logical 
primacy. These are (1) the function of money as an accounting unit, a 
measure of value, a standard of value, or numeraire (I see no real distinc- 
tion between these several terms), and (2) the function of money as a 
bearer of options All the traditional functions of money are either included 
in these primary functions, are dispensable, or can be readily performed, 
even in a pecuniary society, by goods other than money 

It IS no doubt true, chronologically, that money had to serve as a medium 
of exchange before it could become a standard of value — an accounting 
unit; but a highly developed system of exchange, on the basis of mere 
bookkeeping entries in accounting units, is at least conceivable, and has 
even been in part attained We cannot, in consequence, assert the logical, 
necessity for any medium of exchange other than abstract units of account; 
since an incorporeal accounting unit may itself be the medium of exchange, 
the medium of exchange function can hold no place as a logically separable 
primary entity An accounting unit is an intellectual necessity for any sys- 
tem of division of labor, protracted production, and contractual exchange, 
but a tangible medium of exchange — something other than abstract units 
of account — is, in an orderly society, no more than a mere physical con- 
venience. It will no doubt be useful, for a yet indefinite period, to be 
able to exchange, both ways at will, monetary book credits — mere units 
of account — for some more tangible money, but it would be fallacious to 
exalt the desideratum of a tangible money to the level of necessity rather 
than convenience 

Like the medium of exchange function, so all the other commonly listed 
functions of money, except that as the bearer of options, can be assimilated 
to the unit-of -account function or relegated to a subordinate category of 
expediency rather than essence. 

The function of money as a standard of deferred payments, for instance, 
is included in its function as a unit of account. There would, indeed, be 
little or no reason for a unit of account if there were no express or implied 
intertemporal, executory contracts. Accounting, in any substantial sense, 
presupposes intertemporal transactions and the unit of account is auto- 
matically, therefore, a standard of deferred payments. If any given money 
proves to be a poor standard of deferred payments it may, of course, be 
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replaced as such by some other good, and perhaps by foreign money, but 
neither of these new standards of deferred payments could well be called 
money of the domestic jurisdiction 

The function of money in serving as legal tender is clearly nonessential, 
since many forms of what has indisputably been money have had no legal 
tender power, and many economic systems, indisputably pecuniary, have 
had no specifically designated legal tender. Except as a means for serving 
ulterior, and often shady, ends, the legal tender power has been conferred 
by governments on already existing money solely to prevent costly disputes 
or to furnish courts with the means of terminating litigation between parties 
to executory pecuniary contracts who had failed to take the precaution of 
precisely defining the form of money in which those contracts were to be 
executed. The legal tender power may give to some dubious forms of 
money greater validity than they would otherwise have but this is almost 
all that can be said for it on this score, and, if it were never specifically 
given to any money circulating in a jurisdiction, the lack would scarcely 
be felt after people had learned to draw their contracts with clarity in 
speafication of the kind of money involved. The legal tender function can, 
therefore, scarcely aspire to a role of primacy. 

The function of some kinds of money as a reserve for others is obviously 
not a function of money m general and it may as well here be said that, 
in the writer’s opinion, the social interest would be served if there were no 
difference between the powers possessed by any of the several forms of 
money which it may be convenient to keep in circulation. We now have, 
to our hurt, low-powered money, high-powered money, and supercharged 
money, with some forms possessing different powers in different uses. 
Since these forms can readily be shifted, in socially uncontrollable fashion, 
from one use to another, it would be well that all such distinctions were 
swept away and that all currency were brought to the same low-powered 
status now exclusively possessed by commercial bank demand deposit 
money. No form of money could then serve as a reserve for any other. 
Considerations will presently be advanced in support of the proposition 
that the logical reserve for any money is not at all some other form of 
money, but, on the contrary, a 100 per cent value reserve in a composite 
of goods. 

The storehouse-of -value function of money, which is distinct from the 
function of money as a bearer of options, is by no means essential, has long 
ceased to be even important, and is possessed, in varying degrees merely, 
by the several forms of money currently circulating at par with one another. 
Many other things, easy to store, easy to move, and of reasonable vendi- 
bility, provide a more than acceptable substitute for money in this respect. 
The most highly eligible storehouse of value, other things being equal 
and perhaps even if they are not, is some commodity destined to increase 
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in real value relative to any other commodity potentially utilizable for this 
purpose. It is improbable, in our times at any rate, that this ideal storehouse 
of value will be money, since the real value of no existing money is likely 
to rise long or far. Men do not now hoard money as a storehouse of value 
except under what, fortunately, are still exceptionally disturbed conditions. 
With the locking up in the hands of public authorities of all full-bodied, 
commodity-asset money, the use m any jurisdiction of the domestic money 
as a storehouse of value has, in fact, all but disappeared. By inflationary or 
other means any kind of debt money may always be repudiated, in whole 
or in part, at the will of the issuer, and since, under modern monetary 
systems, there is a decided general bias toward inflation, money is now 
very far from being a good storehouse of value and is being replaced, in 
that secondary function, by other goods 

It may be useful, however, to hold money at least temporarily as a bearer 
of options, whether the real value of the monetary unit is destined in a 
possibly near but indefinite future to rise or to fall. The peculiar feature 
of money, in this respect, is that it enables its possessor to sit tight or to 
jump quickly in any direction as the occasion may seem to require. It is 
clear that this quality of money is a very different thing from that which, 
in the past, has given to some kinds of money a usefulness as a storehouse 
of value It is, moreover, an essential function of money in the sense that 
It is possessed, in equal or adequate degree, by no other good, though some 
things which are "near-money,” such as call loans or short-dated securities 
transformable in fairly short order into money at fixed prices, will serve in 
some cases and under some circumstances as a reasonably satisfactory sub- 
stitute for money as a bearer of options ^ 

Such hoarding of money as now typically occurs arises then from the 
usefulness of money not as a storehouse of value but as a bearer of options, 
m that money is unique in the opportunity it provides for a wide range 
of choice in future actions. Money as a bearer of options serves as practi- 
cally the sole insurance against uncertainty in the economic prospect and 
the function is of supreme importance in our present vacillating economy. 
Money as a storehouse of value, on the other hand, serves (on the whole 
less efliciently than many other goods) as insurance against loss on inven- 
tories, arising from the practical certainty y in certain economies, of a 
persistent upward trend in the real value of the stored monetary unit^ or, 
in any economy, as insurance against the uncertainty of the storer’s personal 
fate regardless of the general economic prospect One holds money as a 

* On this point, see The Value of Money y B M Anderson, Jr (New York Macmillan 
Co, 1916), p 425 In an otherwise valuable article on 'The Co-ordination of the 
General Theories of Money and Price” in Economtca, Vol. Ill (New Series) No. 11, pp 
257-280, P N Rosenstein-Rodan hopelessly confuses the use of money as a storehouse of 
value with that as a bearer of options 

* And, at times, of a downward trend in the real value, or in the rate of exchange against 
the stored unit, of monies currently circulating at parity of value with the stored unit 
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storehouse of value, therefore, when certain more or less definite eventu- 
alities are foreseen, but one holds it as a bearer of options when the future 
IS obscure and until a confused present situation clears. 

The passion for “liquidity**® in such circumstances is readily understand- 
able when we reflect ( 1 ) that, in a modern economy, business success or 
failure may at any time rest entirely on the ability of an enterpriser to show 
an immediately realizable positive pecuniary balance of assets over short- 
dated liabilities, and (2) that most liabilities are fixed in terms of money 
but that, in the typical case, assets are largely non-monetary and fluctuate 
m money value. The need for a high degree of liquidity is, therefore, on 
occasion, very real, and this liquidity can be assured only if one is in 
possession of, or has certain access to, the only genuine antifreeze, i.e, 
money itself. In order to prevent a devastating rush for a limited supply 
of money in which only a few can be successful, the central bank must 
therefore be prepared readily to monetize, without substantial charge, a 
wide range of nonpecuniary assets whenever the circumstances call for 
action of this type There is, indeed, no reason why central banks in times 
of stress should be denied the power or should refuse to discount to any 
desired amount, and therefore to monetize, any banking asset (including 
mortgages) likely to pay out in the long run This of course is, to some 
authorities, rank heresy, but, in the absence of such powers, we are at 
times forced to set up for this very purpose some ad hoc governmental 
banking organization, such as the RFC, which leaves a heritage of divided 
functions and confusion in our monetary and banking system 

Fluctuations in the hoarding of money, whether as a storehouse of value 
or as a bearer of options, are, unless thus compensated by an appropriate 
alteration in the total supply of money, highly corrosive of a pecuniary 
economy When uncompensated hoarding increases, society loses sight 
of the real end of economic activity and curtails the production of goods; 
when it decreases, we indulge in a different, if less devastating, waste of 
substance in foolish investment We cannot, however, without a complete 
abandonment of the system of free enterprise, take away the right and 
opportunity of hoarding, since this would mean the denial to the individual 
of the right of disposal of his assets as seems good to him The only solution, 
therefore, consistent with the preservation of that system and the optimum 
use of resources is the compensation of hoarding and dishoarding through 
appropriate changes in the total supply of money If this were fully done, 
fluctuations in the hoarding of money would, per se, be of no consequence, 
and the function of money as a bearer of options would be satisfactorily 
performed for the individual without any inherent social detriment. 

Let us return now to the function as a unit of account. In order to serve 
as an even moderately satisfactory unit of account the value of the unit 

• The desire for money as a bearer of options is synonymous with ''liquidity-preference ” 
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must be at least presumptively predictable. This is absolutely necessary 
if men are to pursue coherent plans in a pecuniary society or to undertate 
any activity beyond that which is expected to come to very early fruition. 
Whatever the presumption, men cannot now, in actual fact, predict the 
future value of the monetary unit with any accuracy. The typical enterpriser 
normally proceeds on the presumption that this value is not going to alter 
— ^he assumes stability. Since he cannot form any rational estimate in the 
matter this is perhaps the best thing he can do but, in the light of monetary 
history, his sublime neglect of the high probability of secular movements in 
the general price level seems nothing short of pathetic. To the prospect 
for cyclical changes the enterpriser gives close attention but it is almost 
impossible to arouse in him any interest in potential and persistent price 
trends except when he has had very recent and painful experience of them 
He may know that they have occurred in the past, he may be taking action 
in which a trend of prices over a period of years to come will make all the 
difference between success and failure, but he refuses to believe that any 
great movement is likely This blindness may be bliss for the moment, but 
if we are to prevent much needless heartache and great waste of resources 
m investment which a shift in price levels renders uneconomic, we must 
see to it that the enterpriser’s rather naive expectation is not in fact dis- 
appointed The need of establishing a horizontal secular price trend would' 
be even more urgent than it now is if a lively consciousness of the existing 
truly unpredictable vicissitudes in general prices should develop among 
potential enterprisers They might, then, very probably, on the prospect of 
a downward movement of prices, cease their activities altogether or else 
exact prodigious payment for their services 

It IS not, of course, requisite that general prices should be stable in 
order that they be predictable But the advantages, if any, of even a regu- 
lated variability of value^ in the unit of value are nothing more nor less 
than those of an elastic yardstick Ingenious casuistry could no doubt make 
a case for a slowly and steadily lengthening or even, in some circumstances, 
shortening unit of length, as it has for a similar alteration in the value of 
the unit of value If per capita productivity in the textile industries should 
be rising, a plausible case, on grounds of equity, economic expediency, or 
the like, could, I suppose, be made for a part passu lengthening of the 
drapers’ yardstick and, per contra, for a shortening when productivity in 
textiles was falling. But most, if not all, of the alleged advantages would 
disappear as soon as it was generally known at what rate the yardstick was 
changing. Allowance at the known rate of alteration in the measure would 
then be made in all new executory contracts involving textiles and such 
benefits as can be attributed to uncertainty would disappear. For similar 

’’value," in reference to the monetary unit, I mean always, unless there is an ex- 
plicit statement to the contrary, the value of the monetary unit measured m as compre- 
hensive as practicable a composite of commodities and commodities only 
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reasons, a monetary unit changmg in value at a known or predictable rate, 
according to some pre-established law, offers no apparent advantages over 
a unit of stable value. 

We have been talking for some decades now about stability in the value 
of the monetary unit without much having been done, by the powers 
that were or be, to achieve it. In these circumstances there has been no 
kudos to the academician in harping on a, to him, threadbare theme, and 
so, the idea of stability having once been quite generally accepted by the 
fellowship, it became attractive to attack it. It is these sophisticated and, 
in my judgment, sophistical attacks (so far as they are not mere apologies 
for our present disorder and thus beneath even an expression of contempt) 
that I wish in my turn to attack. The argument which I shall make for 
stability IS, therefore, not so antiquated as it might seem to some to be. 

In Spite of what has been said above, the most cogent plea for a regu- 
lated alteration in the value of the monetary unit is that of those economists 
who would adjust it in strict proportion with general productivity The 
issue between this and a unit of stable value is rather a question of expedi- 
ency than of essence since, if it were known that the future value of the mon- 
etary unit would be correlated with general productivity, any difference of 
results which might otherwise arise in the use of this as compared with a 
unit of stable value would no doubt be eliminated in advance by such 
changes in the terms of all executory contracts as foresight might dictate 
I think it makes little or no difference, in principle, whether we seek 
stability by keeping per capita money incomes horizontal and suffering the 
general price index to move inversely in correspondence with changes in 
general productivity or by keeping the general price index horizontal and 
suffering per capita money incomes to move directly in a similar cor- 
respondence. I judge that this is also the real view of J. M. Keynes since, 
on succeeding pages of The General Theory of Employment Interest and 
Money j he has expressed first a preference for one view and then an abso- 
lutely contradictory preference for the other.® Keynes then goes on to 
make what seems to me a conclusive argument, from expediency, for the 
policy of keeping stable the index of prices on the grounds ( 1 ) that it is 
relatively easy to maintain practically full employment if there is an expecta- 
tion of higher wages along with increasing productivity, (2) that there 
are social advantages in a gradually diminishing real burden of debt, (3) 
that the difficulties of adjustment from decaying to growing industries 
would be less under a stable than under a falling price level, and (4) that 

*Cf pp 270 and 271 (London Macmillan and Co, Ltd, 1936 edition). On page 270 
Keynes says, "I am now of the opinion that the maintenance of a stable general level of 
money-wages is, on a balance of considerations, the most advisable policy," while, on page 
271, he says, "On the whole my preference is for the latter alternative" (that is, for 
keeping prices stable) Keynes later expliatly asserts that no question of prmciple is in- 
volved (Italics mine ) 
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there would be a psychological stimulus in a moderate tendency for wages 
to increase. The effort to preserve a horizontal secular trend in the value 
of the monetary and accounting unit stands, moreover, an infinitely greater 
chance of success than any attempt to keep the value of the unit moving 
in precise correspondence with some necessarily much more complex criter- 
ion This IS true not only by reason of the relative complexity of the 
criterion but because it is much easier to regulate with stability than with 
precisely controlled mobility in the value of the monetary unit as a goal. 
To seek to establish a given degree and direction of movement is to add to 
the obstacles to control the force of an existing momentum. 

Some temporary deviations from the strictly horizontal price-level line 
are, no doubt, inevitable and even desirable They would seem to be inevi- 
table with fluctuations in business activity, if these must occur, and desirable 
when, through an act of God, the supply of any given good or class of 
goods does not correspond with normal expectation from the resources 
devoted to its production It might, for instance, be poor policy to force 
an adjustment in the prices of industrial commodities to compensate for 
changes in the prices of agricultural products arising from very good or 
very bad harvests. This would merely tend to redistribute resources between 
the two branches of output in such a way as to require a counter-redistribu- 
tion when the normal expectation of output per unit of resources employed 
was later realized But all this does not affect the contention for a hori- 
zontal secular price trend. 

It may, of course, be argued that a superior alternative to a monetary unit 
of stable value would be a unit the value of which was merely presump- 
tively, but not in fact, predictable. Such a unit would give us all the benefits 
that can be assigned to uncertainty and would, indeed, be what we now 
have. The argument will appeal to those who believe that ours is the best 
of all possible worlds. If, however, uncertainty is a boon, the whole course 
of what we call civilization has been perverse, for there is no truer mark 
of that civilization than the gradual, though inevitably incomplete, con- 
quest of uncertainty. The whole comprehensive process epitomized in 
financial accounting, the lack of which separates those we call savages 
from the rest of mankind, is an effort to get precision and some degree of 
certainty into human affairs With a possible minor exception to be later 
noted, the argument for anything but a horizontal secular trend, within 
a narrow zone, in the value of the unit of value and account seems to me 
therefore to be an argument for a reversion to savagery — a quite gratuitous 
argument in view of the world’s present rapid recidivation toward that 
status Few, I suppose, would assert the virtue of persistent or recurrent, 
irregular, and quite arbitrary changes in the value of the accounting unit 
even if these were all in the direction more favorable to enterprise. If any 
type of uncertainty is good per se, however, such an attitude would seem 
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logical and there must be still fewer who would assert the virtue of similar 
vicissitudes but without any trend at all. 

To those who favor the extension, in human aflPairs, of certainty rather 
than chaos, the only question that can present itself is the virtue of such a 
nearly horizontal trend, in the value of the monetary and accounting unit, 
as can in any way be attained versus that of something other than completely 
arbitrary variability. Has any proposal, under the latter head, advantages 
not at first blush apparent? The discussion of the matter involves a third, 
perhaps primary but not traditional, function of money, that of serving 
as an energizer of economic activity This is reserved for later treatment 
Quite apart, however, from the practical difficulties with a unit of 
variable value, the case for stability, rather than mobility, is compelling 
It appeals, for one not unimportant thing, much more strongly to common 
sense. No other measuring standard is elastic and the idea of variability 
in any of them seems, on its face, absurd. I venture to believe that this 
absurdity is not merely prima facie; that it applies to the standard of value 
fully as much as to any other standard of measurement 

If it be argued that both parties to a long-term pecuniary contract should 
share equitably in the growth or decline of general productivity during the 
life of the contract, and that a continuing appropriate adjustment in the 
value of the monetary unit would effect this result, the answer is again that 
the same result would be attained, with stability in the value of the mone- 
tary unit, through corresponding adjustments in the terms of contracts. 
Since contracts are now all but universally made on the assumption of 
stability in the value of the monetary unit (no other assumption common 
to both parties being in most cases feasible), it seems probable that the 
intention of the parties will be best consummated when this presumption 
is in fact realized. Put negatively it seems most unlikely that a real though 
not nominal alteration in the terms of the contract through a change in the 
value of money with which neither of the parties to the contract had any- 
thing to do will express their intention more accurately than they had suc- 
ceeded in expressing it themselves In any event, it will later appear that 
such an alteration in the value of the unit of account as might be thought 
by the sovereign power to provide a greater degree of equity between con- 
tracting parties than would result from their free contract entered into on 
the assumption of a reasonable stability in the value of the unit, is an 
alteration not likely to be reconcilable with that which would, allegedly, 
energize economic activity. Two arguments (if they can properly be digni- 
fied by this appellation) for instability in the value of the monetary unit 
here conflict with rather than lend support to one another, and neither 
IS of much consequence when standing alone 

A word should be said here about that much controverted subject, * ‘neu- 
tral’' money If, as is now widely held to be the case, such a rate of interest 
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as will at one and the same time correspond with the marginal physical 
productivity of capital and equalize supply and demand for unforced 
savings, IS a rate incompatible with a stable price level, then this ''natural” 
rate of interest should, in my opinion, be abandoned as an ideal. Any 
deviation of the natural rate from the rate which is compatible with the 
maintenance of a stable price level will, under the latter policy, result in 
profits or losses, as the case may be, to the monetary authority This, I think, 
IS where such profits or losses belong, provided the issuance (and retire- 
ment) of all forms of money is in the hands of a governmental agency 
where it belongs. 

Let us move now to the case for a vaguely controlled movement of the 
index of general prices not in correspondence with alterations in general 
productivity and therefore designed to make profits diifferent from what 
they would normally be. This is the case for a more or less arbitrarily 
variable value for the monetary unit as an energizer of economic activity 
That it is a by no means cogent case is indicated by the fact that those 
who put it forward are at odds as to the direction in which the value of 
the unit ought to vary. To act as an energizer, a change in the value of 
the monetary unit must stimulate enterprise through an alteration in the 
rewards to enterprise, upward or downward, as compared with what they 
would be under a unit of stable value with aggregate fees to the several 
factors of production varying in correspondence with imputed real produc- 
tivity This is to say that, to serve as an energizer of economic activity, any 
change in the value of the monetary unit must be either more or less than 
any accompanying change in general real productivity. Now, as is well 
known, Alfred Marshall thought that it was energizing to enterprise to 
put pressure on profits through having the unit of account rise in value 
somewhat more than in proportion to any increase in per capita real pro- 
ductivity that might occur D. H Robertson, on the other hand, is inclined 
to the contrary view that it would be energizing to enterprise to imbue 
it with more or less regularly recurrent ram of windfall profits through hav- 
ing the unit of account fall in value or, at any rate, rise less than in propor- 
tion to any increase in per capita real productivity.® I leave it to the reader to 
decide which, if either of them, was right, and am content to observe that, 
until this difference of opinion between authorities is resolved, the best 
course is to elect the policy of a stable price level, especially since, as it 
seems to me, this policy is superior to the alternatives of either Marshall or 
Robertson. 

While it may perhaps be doubtful whether we should list the energizing 
of economic activity as a primary, or any, function of money, there can be 
no doubt that we should expect money to be, at worst, indifferent in this 
respect. Yet so long as our present money, uniquely, performs the function 

•Cf. Money (New York. Harcourt, Brace & Co, 1922), pp 148-151. 
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of a bearer of options, there is the danger that it will at times prove to be 
a factor definitely retarding enterprise. When the prospect is uncertam, 
but with a good chance that prices will fall, there will be a general disposi- 
tion on the part of enterprisers to turn their assets into money as a bearer 
of options and to refrain from creating assets in the form of goods Their 
actions will operate first to produce the fall in prices that they fear, then 
to accentuate it as spending is more and more curtailed and hoarding 
increases, with cumulative adverse effects on production 

The ground on which a more or less arbitrary downward variability in 
the value of the monetary unit (an upward trend in the price level) has 
been advocated is that, under a stable, to say nothing of a falling, value, 
the supply of enterprise is likely to prove inadequate to yield full employ- 
ment of productive resources. On marginal analysis, however, the rewards 
to enterprise under free competition would settle at the point at which, 
with a stable price level, full employment is attained. It can scarcely be 
granted that we should abandon the ideal of a stable price level, which 
on all other counts is appropriate, in an almost certainly vain attempt to 
overcome, by indirection, possible failures in competition. Rather would 
it seem better to attack such failures directly A variable value of the mone- 
tary unit could appreciably affect the supply of and demand for enterprise 
only so far as the rate of prospective variation was unknown, since, if it 
were known, the variability would, as noted above, be counteracted in the 
terms of the contracts of enterprisers with other factors of production, and 
the chance for windfall profits would disappear. The choice on this score, 
therefore, is a deliberately induced uncertainty over its elimination. Here 
one may well raise the question whether enterprise is likely to be stimulated 
by an augmentation of the uncertainties with which it must deal. 

The worth of certainty as against uncertainty, however, involves a judg- 
ment of values, as between civilization and savagery, to which rationality 
IS irrelevant. I shall, therefore, not argue it but will rather state my convic- 
tion that if, under the present economic organization, enterprise is inade- 
quate, we must learn how to stimulate it without deviation from the ideal, 
and, so far as practicable, the attainment, of a stable price level. I am 
convinced that an appropriate type of money will either maintain full 
economic activity, without alterations in the value of the monetary unit, 
or that this cannot be done by any monetary manipulation whatever and 
that the problem must be attacked by other means such as the direct stimu- 
lation of investment, reduction of saving, or both 

One of the currently fashionable indirect means of attack is to keep 
money easy so that interest rates will be low. Low interest rates seem not 
to have been so immediately stimulating to enterprise as economic theo- 
rists, both old and new, had been inclined to suppose they would be, and 
the possibility of the indefinite maintenance of artificially easy money is 
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scarcely credible. Easy money can be maintained only so long as the money 
IS not being used in the degree in which it is being supplied. Were it to 
be so used, with or without full economic activity, the consequent increase 
in the demand for money loans arising from greater economic activity, 
rising prices, or both, would quickly banish any ease in tlie money market 
unless resort were had to persistent new injections of money. Even then, 
the upward movement of prices would, presumably, eventually outstrip any 
rate of influx of money that might be initiated, and money interest rates 
would arise as a combination of the real rate of interest (if we may still 
use that term) and an insurance premium against the prospective deprecia- 
tion of money during the course of the loan There would seem to be 
little likelihood of money lying around forever without being used. If it 
does not, a permanent, and artificial, ease in the money markets is no more 
than a wild and dangerous hope and any lengthy maintenance of such 
ease is an alluring invitation to inflation. Such an inflation could probably 
be curbed, after the invitation had been accepted, only by a sharp reversal 
of the easy money policy with a consequent economic slump. The impetus 
necessary to overcome initial inertia will almost certainly set up a momen- 
tum which cannot be checked without a strong recoil. 

I should not want to deny that an artificially induced ease in the money 
market may, at times, be a useful economic stimulant but wish merely to 
assert that the policy of permanent, artificially easy money seems to me out 
of the question. Any long protracted ease is likely to lead not only to 
marked inflation but to an exaggeration of the amplitude of cyclical fluctua- 
tions in economic activity If the policy is to be pursued at all, the appropri- 
ate technique is probably to provide great ease for what can be confidently 
assumed by enterprisers to be a short period only. Even this might not be, 
at one and the same time, efficacious as a stimulant to enterprise and quite 
free of noxious accompaniments, but it would make the most of what the 
policy can offer. 

Any extension of the use of money as a unit of account has normally 
been a galvanizer of economic activity, while any extension of its use as a 
bearer of options has induced torpor. The early employment of money, 
when the use as a unit of account was widening and its use as a bearer of 
options had hardly developed, had, therefore, a beneficial economic result. 
But now that the unit of account has been practically universally established 
as an accompaniment of a many-faceted division of labor, and there is not 
much further possibility of extension of this use, the bearer-of-options func- 
tion has taken on an immensely greater relative importance, with a strong 
tendency toward the periodic retardation of economic life. 

Faced with this situation some not very contemplative reformers have 
advocated a non-hoardable money; that is to say, a money which could not 
serve as a bearer of options. Not only would it be a matter of extreme 
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difficulty and perhaps impossibility to devise such a money and at the same 
time prevent recourse to other forms, but it is highly questionable whether, 
if such a money could be devised and put into exclusive operation, it would 
not do more harm than good. The task of the enterpriser, which is even now 
so difficult that the supply of the quintessential service he provides some- 
times appears to be drying up, would be rendered still more difficult if 
no means of holding options on action were at hand Economic life might 
well languish from this cause quite as much as it now does when, as happens 
from time to time, the cost of hoarding money is to the hoarder ml or 
negative. 

A persistently recurrent galvamzer of economic activity would sooner or 
later reduce the economic system to the condition of a patient suffering 
from shock neurosis. What we need, therefore, is not a type of money or 
monetary management which aims at persistent stimulation, but one which 
will maintain a full, healthy economic activity rather than excitation, and 
will act as a stimulant only when a stimulant is needed At other times it 
will either be galvanically neutral or, as the occasion may require, impedi- 
tive A satisfactory money must, of course, also perform, in unexceptionable 
fashion, the primary functions of money as a unit of account and bearer 
of options, and, in at least as good a fashion as existing currencies, the vari- 
ous secondary functions of money This means that the monetary unit must 
be stable in value and that it must be hoardable without stalling economic 
activity in the process ^ Such a money would not solve all of our economic 
problems but it would, I believe, solve all that can be solved by monetary 
means It would certainly not exaggerate the defects in economic systems 
as all existing monies do where there is persistent manipulation of, or un- 
certainty in, the value of the unit 

The only kind of money, and monetary policy, which gives promise of 
full consummation of both the primary and secondary functions of money 
IS a currency of the type elaborated by Mr Benjamin Graham in his book. 
Storage and Stability ® Instead of gold as a monetary reserve, Mr Graham 
would hold goods, in designated units of a composite of important, stor- 
able, staple, primary commodities, weighted according to their significance 
in our economy and exchangeable at fixed prices, both ways, against mone- 
tary certificates. There would thus be free ''coinage” and free converti- 
bility of the composite of goods Whenever the populace yearned for 
liquidity and wished to hoard money as a bearer of options, it could do 
so by turning into the central bank, in exchange for new cash, units of the 

’ We cannot reasonably ask that money be a better bearer of options than a monetary 
unit of stable value would provide since, if, as a bearer of options, it were materially better 
than this, it would be ruinous both in its operation as a unit of account and in abrading 
enterprise’ If we are to have the same thing perform all monetary functions we must, in 
the interest of other functions, be content with nothing more than a non-interest bearing 
faculty of money m the bearer of options function 

*New York McGraw-Hill Book Co , Inc, 1937 
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designated composite of goods. Whenever, on other hand, the yearning 
for liquidity passed, as in the knowledge that there was no possibility of 
a falling price level it would certainly do as the money in circulation 
increased and the volume of goods on the market shrank, the populace could 
redeem its money in the composite units of goods m the reserve This would 
have the effect, when depression threatened, of stimulating production 
for the reserve in a large sector of the economy, just as, in a small sector, 
gold mining is now stimulated in providing additions to gold reserves when 
everything else is flat. Contrariwise, releases of goods from the reserve 
would prevent anything more than a merely negligible tendency toward 
rising prices, overinvestment in specific lines, and a generally unhealthy 
boom when dishoarding of money followed an upswing in the enthusiasm 
for enterprise. 

Except for the authori 2 ation of a large fiduciary issue which, for the 
sake of elasticity, would ordinarily be far from fully utilized, the central 
bank should be required to hold a 100 per cent goods reserve against its 
liabilities The commercial banks should, in turn, be required to maintain 
a 100 per cent reserve in central bank liabilities against their own demand 
deposit obligations ® 

Though individual price relationships under such a monetary system 
would be as flexible as ever, the price of the composite of goods in the 
monetary unit would be absolutely fixed, and I am convinced, after what 
I think iS careful reflection, that this would result not only in a general 
commodity price level which would fluctuate only within a narrow horizontal 
zone but in an appropriate all-round adjustment of supply to developing 
demand and a tendency toward a steady optimum utilization of our produc- 
tive resources. It would seem that, with a stable general price level, altera- 
tions in the price relationships between individual commodities must be 
more prompt and precise, in adjustment of supply to the evolving demand 
which IS causing the shift, than they could be if the price level were co- 
incidentally changing To go into the details of these matters, however, is 
out of the question in this paper 

In order more certainly to assure general commodity price level stability 
I should be inclined greatly to enlarge the list of commodities in the com- 
posite unit used as the monetary standard, as compared with what Mr. 
Graham, in the interest of administrative convenience, has suggested But 
this IS a matter of appraisal, resolvable, no doubt, on grounds of whatever 
might prove more generally expedient. 

A money of the proposed type would not only nullify the socially nox- 
ious influence of a high preference for liquidity in individuals, and remove 
the recurrent need for a shot in the arm of our economic system by way 

® The suggestions in this paragraph are mine, not Mr Benjamin Graham’s, but he con- 
curs in them 
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of inflation or artificially depressed interest rates, but it would enable money 
innocuously to perform its function as a bearer of individual options and 
would establish the sole rational type of accounting unit, one that main- 
tained a stable purchasing power over goods. 

The individual’s desire for liquidity is wholly legitimate and he should 
be able to gratify it whenever he pleases With a monetary unit of assured 
stability of value this desire would in most cases vanish — ^though, with 
present systems, it frequently appears Under present monetary systems, 
moreover, a general desire for liquidity cannot be gratified and the econ- 
omy goes to smash with the attempt of individuals to beat their fellows 
under the wire Under tKe proposed system, the government would go in for 
illiquidity, if one wants to put it that way, pan passu with the movement 
of individuals into liquidity. The burden, if it can so be called, of illiquidity 
must be borne by someone unless production is to come to a complete stand- 
still, and there would be no appreciable cost to the government in assuming 
it. The government’s purchases, with paper certificates, of the commodity 
reserve would supplement any declining private demand for goods that 
might occur but, as the supply of money was increased and the supply of 
goods on the market was reduced, private demand relative to the evolving 
supply would rise and act as an automatic check to further government 
purchases for, and very probably reduce, the reserve. Irresistibly overriding 
the objection, if it be an objection, to the possible accumulation of a large 
reserve are the facts that such liquidity as we can now get cannot be general 
and involves a stoppage of production, whereas, under the proposed system, 
a better liquidity, with production maintained at a near optimum level, 
would be achieved 

Other things equal, i e,, if the potential benefits of a managed currency 
can be otherwise attained without leaving much if any discretion to the 
monetary authorities, an automatic monetary standard is greatly to be pre- 
ferred to a managed standard since history has shown that discretion can 
be given to monetary authorities only at great risk of abuse The automatism 
of the standard here proposed is therefore a great virtue especially in com- 
bination with features which seem likely to consummate all the objectives of 
monetary policy better than any managed standard can do Under the sug- 
gested system, deflation of the price level of the goods in the standard com- 
posite unit is absolutely impossible and inflation could occur only after the 
reserve had been exhausted The appropriate procedure, if this should 
happen, would be for the central banking authorities to borrow its money 
back and cancel it. But to prevent the necessity for this perhaps expensive 
procedure a big reserve should be accumulated The best time to do so is, 
of course, when there is a large volume of unused productive resources, 
human and material. There seems to be little reason, as a means of stimu- 
lating employment, in issuing money in exchange for securities rather than 
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commodities, since securities are not a net social asset, their manufacture 
puts practically no labor directly in motion, and they may decline in money 
value as, under the proposed system, the commodity reserve, so far at any 
rate as it was kept m good condition, could not do. General overproduc- 
tion of the goods in the composite would be impossible just as under our 
present monetary standard it is impossible to have any general overproduc- 
tion of gold in the sense that it cannot be sold at a remunerative price 
Such real, relative overproduction of gold as there now is, moreover, arises 
solely from the fact that gold in its present volume has very little utility as 
a want-satisfier. This would be far from true of a reserve of goods. 

The international aspects of a money of the proposed type deserve some 
attention though the importance, and especially the practicability, of stable 
exchange rates has now ceased to loom as large as it once did in the mone- 
tary picture The exchange value of a money freely convertible, both ways, 
in a composite of goods many of which would be freely traded interna- 
tionally, could not possibly deviate very far from purchasing power parity 
howsoever computed, and this, so far as international matters are concerned, 
is about all that we can ask. 

If the currency unit suggested should bear out what seems to me its 
promise, therefore, we should be consummating all the functions of money 
much better than has ever yet been the case. The principal objections would 
seem to he along lines of administrative convenience and cost Of the 
administrative difficulties I have no well-founded opinion, one way or the 
other, and the cost is rather closely associated with them whatever they 
might be It is worth-while to point out, however, that the cost of our 
present system, in worse than worthless acquisitions of gold, is very heavy, 
and that it would be difficult to find anything more forthrightly silly than 
our monetary system has now come to be. 

It IS always comforting to cautious souls to find a precedent for any 
proposal A partial precedent for this proposal may be found in Sweden, a 
country not afraid to do some thinking and acting in the field of money 
There the Riksbank, along with other measures to maintain a stable price 
level, has used part of its holdings of gold and foreign exchange in the 
purchase, on government account, of essential raw materials for use in 
future emergencies 

Those, moreover, to whom the name of David Ricardo is sacred as an 
authority on monetary matters may perhaps take courage from his state- 
ment made a century and a quarter ago, when England was still on its first 
paper standard, that “a well regulated paper currency is so great an im- 
provement .... that I should greatly regr^, if prejudice should induce us 
to return to a system of less utility. The introduction of the precious metals 

^®Cf Richard A Lester, Monetary Experiments (Princeton, NJ Princeton University 
Press, 1939). P 247. 
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for the purpose of money may with truth be considered one of the most 
important steps toward the improvement of commerce and the arts of civil* 
ized life; but it is not less true that, with the advancement of knowledge and 
science, we discover that it would be another improvement to banish them 
again from the employment to which, during a less enlightened period, 
they had been so advantageously applied.’*^ Ricardo thus recognized that 
the precious metals were not an end in themselves and was eager to replace 
them as money with something better conceived His ideas are only now 
being put into practice It seems highly probable that, with his strong desire 
for a unit of stable value, he would have favored a money of the type here 
proposed. 

*‘To know what you want and why you think that .... a [given] 
measure will help . . is the first but by no means the last step towards 

intelligent reform.”^^ It is to be hoped that the lag in the application of 

fertile ideas in the monetary field has been somewhat shortened since 
Ricardo’s death in 1823 and that the state of flux in which monetary sys- 
tems are now involved will issue, at an early date, in a rationally conceived 
currency 

“ Proposals for an Economical and Secure Currency (London John Murray, 1816), p 24 

” Oliver Wendell Holmes, Collected Legal Papers (New York Harcourt, Brace & Co . 
1920), p 307 



MONETARY POLICY AND COMMERCIAL BANK PORTFOLIOS 


By Benjamin Haggott Beckhart 
Columbia University 

In the economic literature of the past two decades, the subject of mone- 
tary policy has been approached mainly from the point of view of its 
relationship to cyclical fluctuations in business activity. Theories have been 
advanced which ranged all the way from purely monetary explanations of 
the business cycle, and hence to purely monetary remedies, to those more 
sophisticated doctrines that endeavor to integrate real and monetary forces 
and to bridge the gap between value theory and monetary theory 

It is commonly recognized that cyclical fluctuations of the intensity that 
have been experienced over the past 150 years will arise only in societies or- 
ganized on a pecuniary basis. The acceptance of this premise, however, 
does not commit one to a purely monetary explanation of the cycle It simply 
leads to the conclusion that somehow, through monetary means, the am- 
plitude of cyclical fluctuations can be reduced and that somehow through 
monetary means an optimum employment of productive resources can be 
promoted. 

There is general agreement among monetary theorists that the objectives 
of monetary policy should include a reduction of cyclical amplitudes and 
a furthering of continuous maximum production at minimum real cost This 
IS as far as agreement goes The points of difference among the doctrines 
advanced are in reality more significant than the points of similarity. There 
IS disagreement concerning the role that monetary policy can play in the 
realization of these objectives, concerning the criteria that should be fol- 
lowed in policy formulation, and concerning the economic functions of com- 
mercial banks. Though there is no unanimity of agreement, scientific 
thought, relative to the interrelations of monetary policy and cyclical fluc- 
tuations, can be classified roughly into two schools — the quantitative and 
the qualitative. 

With full recognition of the fact that such classifications are always 
somewhat arbitrary, the surface difference between these two schools consists 
of the fact that the quantitative group lays emphasis on the control of 
deposit volume in promoting the objectives set forth and the qualitative 
school lays emphasis on the selective control of bank assets and in particular 
of bank loans. The former would maintain, raise, or lower deposit volume 
in accordance with various quantitative criteria such as interest rates, na- 
tional income, production, employment, prices, etc. The second school of 
thought, the qualitative,^ holds that the amplitude of cyclical fluctuations 

* Statements of the qualitative position are to be found m William E Dunkman, Qualt- 
tattve Credit Control (New York Columbia University Press, 1933) , Melchior Palyi, 
Liquidity (Minneapolis Minnesota Bankers Association, 1936) , R W Robey, Purchasing 
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can be reduced and disturbing influences from the side of money and aedit 
can be diminished only through a control of the quality of bank assets and 
a balancing of asset and deposit maturities on bank balance sheets 

The qualitative school holds that a commercial bank should invest in 
long-term bonds and real estate mortgages, and should extend non-self- 
liquidating security loans only to the extent of its capital funds and savings 
deposits. Naturally, high qualitative standards must be maintained in the 
purchase of such assets Book credits should be created on the basis of dis- 
counts of short-term commercial paper.^ Only if this policy is followed, the 
qualitative school maintains, will commercial banks be protected from the 
unpredictable uncertainties of long-term business and interest rate fluctua- 
tions. Only by freeing commercial banks from such uncertainties will the 
commercial banking structure remain solvent and the deflationary destruc- 
tion of bank deposits m depressions be avoided 

The differences between these two schools of thought are fundamental. 
They have to do with the economic functions of commercial banks, with 
the role of savings in an economy, with the proper basis of capital forma- 
tion, and with the emphasis that should be given to real as opposed to 
monetary forces. 

The qualitative approach may be thought of as microscopic or particu- 
laristic in nature as opposed to the quantitative which is macroscopic or 
general. The qualitative school holds that an understanding of the nature of 
cyclical fluctuations and a perception of the policies needed to mitigate 
cyclical amplitudes result from studying the effects of particular types of 
credit extensions and of particular loans to particular industries and com- 
panies The structure of credit must be set against the structure of produc- 
tion Types of credit must be related to types of use. 

Business cycle analysis, the qualitative school urges, cannot be advanced 
by reasoning in aggregates. The particulars in the structure of credit, produc- 
tion, prices, and interest rates must be given careful consideration if 
knowledge is to be advanced Attempts on the part of the quantitative 
equation school to encompass economic processes in algebraic formulae, in 
which the various symbols stand for aggregates and conglomerate averages, 
obscure the functioning of the economy by creating an atmosphere of un- 
reality. Interdependent and interacting relationships are overlooked and, 
in consequence, single is substituted for multiple causality. 

Power (New York Prentice-Hall, Inc, 1938); James G Smith, "Quantitative vs Quali- 
tative Control of Money," The People's Moneys Vol I (1935) , Caroline Whitney, Experi- 
ments tn Credit Control, the Federal Reserve System (New York Columbia University 
Press, 1934) ; H Parker Willis, The Theory and Practice of Central Banking (New York 
Harper & Brothers, 1936) 

short-term commercial paper is meant that made, drawn, or negotiated in the 
ordinary course of business m order to finance current requirements m connection with the 
purchase, manufacture, processing, and transportation of goods The consummation of the 
transaction m question will provide funds for the repayment of the credit extended 
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It IS true that in its microscopic analyses and in relating the volume of 
certain types of bank credit to certain types of transactions, the qualitative 
approach partakes of a quantitative character This volume of bank credit 
creation would be limited in amount through its relationship to certain 
types of transactions Viewed from this particular angle, all monetary 
theorists are quantitative in their approach. The fact that there is this 
quantitative element to the qualitative school by no means weakens the 
qualitative thesis. The two approaches still remain at opposite poles. 

The qualitative school holds that the extension of credit is the province 
of the individual bank and that banks should not be used as instruments of 
national policy in the financing of governmental deficits, in the lowering 
of interest rates, or in attempts to activate business recovery The banking 
system should not be used in the effort to overcome rigidities in costs and 
prices, nor in attempts at national economic planning If credit extensions 
were related to short-term commercial debt and if a balanced condition held 
in the relationship between bank assets and bank liabilities, bank deposit 
creation would be adjusted and related to the flow of goods and services 
through the economy. 

In this paper, emphasis will be given to the qualitative approach and to 
the effect that monetary policy may have on commercial bank portfolios 
and to the effect in turn that changes in commercial bank portfolios them- 
selves may have as determinants of monetary policy The propositions ad- 
vanced are not oflfered as a complete presentation of this school of thought 
and make no pretense at the formulation of a definitive theory. The ob- 
jective IS simply that of giving emphasis to and of entreating sympathetic 
understanding of one aspect of the problem that is all too frequently ig- 
nored or neglected. 

The quantitative doctrines have taken the direction they did largely by 
reason of the widespread conviction that bank deposits were mere sub- 
stitutes for standard money. Discussions of monetary policy have stemmed 
from the price-specie flow analysis of the Ricardian theory. The causal 
sequence in price determination imputed to the standard money was in 
turn imputed to bank deposits. Inasmuch as it was held that bank deposits 
were price determining or income determining, the conclusion was quickly 
reached that the volume should be controlled by various quantitative cri- 
teria. Emphasis was placed on how much credit rather than on what type 
of credit. Discovering that increases in the quantity of bank deposits did 
not attain the ends envisaged, the quantitative school has, in recent years, 
expanded its practical program to include so-called * 'compensatory** gov- 
ernmental spending and control of investment credits. 

British experience is illuminating, it seems to me, for the light it throws 
on the quantitative-qualitative controversy. In this respect, the successful 
functioning of the British banking system in the half century prior to the 
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outbreak of the World War was the consequence not of the passage of the 
Peel Act of 1844, which was based upon a quantitative monetary theory 
of cyclical fluctuations, but rather was the result of an adherance to quali- 
tative standards on the part of the joint-stock banks. Experience convinced 
British bankers that the commercial and investment functions of banks 
should be kept separate and that emphasis should be given to the self- 
liquidating character of the transactions underlying the paper accepted for 
discount As one British banker stated, the test of a good banker was 
whether he recognized the essential differences between a bill of exchange 
and a mortgage 

The portfolio policies of the British banks accounted in part, too, for the 
successful functioning of the international gold standard Founded upon 
the truly liquid character of British bank portfolios, the international gold 
standard was not shaken by breakdowns in clearance or by forced liquida- 
tions in the credit structure A liquid banking system does not need to 
liquidate. 

If banking theory had started not with a consideration of standard 
money, but rather with the use of credit in the medieval fairs, with the 
developing use of credit instruments in domestic and international trade, 
and with the structure of business, mercantile, and consumer credit, it 
would have been recognized that credit power arises from the world of 
trade. Emphasis would have been placed on the use of bank credit and the 
services rendered by banks m the directional flow of the credit volume 
This type of analysis, it might be added, would inevitably have stressed the 
operation of real forces rather than surface phenomena. 

In addition to the doctrine that credit is a substitute for the standard 
money, the terminology conventionally employed in the field of money 
and banking encourages the general acceptance of the purely quantitative 
approach Distorted interpretations have arisen through the fact that terms 
are used long after the justification for their employment has ceased to 
exist Such terms as money market and monetary policy are used when 
credit market, credit or debt policies would be the more accurate 

This concern with lags in terminology must not be taken as evidence of 
mere pedantry. The use of particular terms is of great importance in 
coloring theoretical concepts and reasoning Employing the term monetary 
policy tends to divert attention from the strategic role that commercial 
banks play in the policies adopted All too often, this is overlooked, and, 
in discussions of monetary policy, the reasoning jumps from a consideration 
of the particular monetary policy adopted — devaluation, silver purchases, 
or central bank open-market operations, etc. — to its alleged ultimate effect 
on prices, interest rates, income, and employment without adequate or 
complete consideration being given to the intermediate effects on the com- 
mercial banking system. As already indicated, when the effect of the 
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policies adopted upon commercial banks is considered by quantitative 
theorists, it is viewed mainly from the standpoint of changes in deposit 
totals Any effect that the policies may have on the character and composi- 
tion of commercial bank assets and any effect, in turn, that changes in com- 
mercial bank assets may have on the objectives set forth, receive but scant 
attention. 

The currency theory of banking, in which bank deposits are given main 
consideration, is a natural result of the terminology employed Discussions 
would be much more realistic if monetary policy were labeled credit or 
debt policy The term credit policy would automatically direct attention to 
the asset side of bank statements. The term debt policy would possess the 
advantage of directing attention to monetary policies that are undertaken 
in order to validate a particular debt structure and in turn to the changes 
in the character and composition of the debt structure, which are the 
inevitable accompaniment of so-called * ‘inflationary’* or “reflationary” ac- 
tion. 

It is this emphasis on the liability side of bank statements by the quan- 
titative school that has precluded interest in commercial banking theory 
One may search in vain in many of the recent works on monetary policy 
and theory for any discussion of the economic functions of commercial 
banks, or of the effect on economic fluctuations of changes in the character 
and composition of commercial bank assets, or of the need to relate com- 
mercial bank assets to types of deposit liabilities 

This very general disregard of changes in the character and composition 
of commercial bank assets is further evidence of the attitude of this school 
of thought that credit is a homogeneous quantity. This assumption is im- 
plicit in the attempt to measure the credit volume by bank deposit liabilities 

Here again the idea should be reiterated that, if progress is to be made, 
the analysis must be microscopic in character. The initial impact resulting 
from increases in different types of credit, in personal loans, security loans, 
investment holdings, mercantile credit, commercial credit, etc , varies 
greatly and, in consequence, the resulting economic developments take a 
different direction. Changes in the character and composition of bank port- 
folios are of consequence not only by reason of the initial impact but also 
by reason of the fact that such changes determine the degree to which 
commercial banks become involved in the hazards of long-term fluctuations. 
The longer the loan, the greater ordinarily is the risk and greater is the 
need for knowledge of future developments. 

Emphasis on the quantity of bank deposit liabilities has given rise to the 
theory of liquidity in terms of shiftability. Liquidity in the sense of the 
self-liquidating character of bona fide commercial loans has been discarded 
by some as an outmoded concept. It is claimed that in periods of declining 
business activity not even short-term self-liquidating assets retain this qual- 



22 


Amertcan Economic Association 


ity, despite the fact that recent statistical studies reveal that self -liquidating 
assets adjust themselves normally and naturally to a shrinking volume of 
business. And it should be added that the reduction taking place does 
not, in Itself, give rise to deflationary influences, as does the reduction of 
non-self -liquidating assets, such as security loans, mortgage loans, or bank 
investments. The reduction of self-liquidating assets is the result of a busi- 
ness decline rather than the cause 

On the other hand, the liquidation of even a small proportion of non- 
self-liquidating assets by a few banks may generate serious deflationary 
forces The amount that can be shifted or sold with no change in price 
IS very restricted. This means that bank, personal, or corporate holdings of 
such assets can be reduced in large amount, with little sacrifice of price, only 
if central banks or governmental financial agencies, through debt creations, 
stand ready to absorb the assets that are being liquidated In doing so, these 
different financial institutions themselves become involved in the task of 
trying to maintain the volume and price of certain forms of debt As the 
portfolio of the central bank takes on more and more the character of capital 
assets, it becomes unable to exercise any kind of control, either quantitative 
or qualitative Only if central bank assets consist largely of self -liquidating 
paper will its credit policies be divorced from considerations of the main- 
tenance of debt values. 

In relating commercial bank lending functions to the flow of goods 
through the community, the qualitative school does not look upon bank 
credit as a substitute for the standard money. Business creates its own 
medium of exchange through transactions involving the production and 
sale of goods The function of commercial banks is simply that of recog- 
nizing, guaranteeing, and clearing certain types of credit transactions when 
requested to do so by the business community In this fashion, credit in- 
stitutions make for what has been termed ”a refined system of barter 

The heart of the issue centers around the kinds and types of business 
credit that should be so recognized and turned into bank deposits The 
qualitative school concludes that only those transactions involving the flow 
of exchangeable goods through the economic system should be so con- 
verted. Credit granted in accordance with this principle is liquidated through 
economic clearance and through such liquidation is related to productive 
processes. If the credit standards imposed by banks remain the same and 
if the balance sheet position of the borrower does not change, the financing 
of an increased proportion of working capital needs, which, according to 
Mr. Robertson, might be a source of disequilibria, albeit a limited one, 
would not occur. In the making and refusing of loans, in the guaranteeing 
and generalizing of credit, the credit department becomes the heart of 
banking operations. 

Incidentally, if these principles of loan extension were adhered to, veloc- 
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ity itself, as Dr. Palyi has pointed out, will be subject to a certain measure 
of indirect control. Deposit credits resulting from business borrowings are 
used. The period over which they are used will be determined by the life of 
the loan. They do not pile up in hoards to constitute a source of potential 
inflationary danger 

It is sometimes objected that the relating of commercial bank loans to 
working capital requirements affords no assurance that the community will 
have a suflScient volume of purchasing power in the form of bank deposits 
or that the demand for cash balances will be fully satisfied. It might be 
pointed out that how much purchasing power a community requires in 
the form of bank deposits is a topic of acute controversy among the mem- 
bers of the quantitative school itself There is disagreement, not only as 
to the quantitative criteria to be applied in order to provide that volume 
of purchasing power, but also as to the very definition and measurement of 
purchasing power. 

Too often in trying to reach a decision as to the amount of purchasing 
power a community requires, the quantitative theorists are prone to introduce 
various assumptions in their analyses which often are more in accord with the 
writer’s own predilections than with the actual economic environment 
Assumptions are made as to the nature and causes of equilibrium, as to the 
factors determining the demand for cash balances, as to leads and lags in 
monetary behavior and economic activity, as to the effect of changes in the 
total quantity of bank deposits upon its ownership distribution, as to the 
activating effect of interest rates, as to the response of wage earners to 
changes in real and money wages, as to the response of demand and cost 
curves to “aggregate demand,” as to psychological propensities relative to 
consumption and savings, as to causality in economic sequences, and the 
like. Naturally, assumptions must be made in theoretical analyses where 
knowledge is incomplete, but the incompleteness of the foundations should 
be recognized and, where these are incomplete, they should not be used as 
the basis for a definitive program. 

The qualitative school holds that the quantity of purchasing power a 
country requires in the form of bank deposits is not something that can be 
determined mechanistically A community creates its own purchasing 
power through the production of goods and services. Decisions as to the 
amount of such real purchasmg power to be converted into bank deposits 
rest with the community itself, and in meeting the community’s demands 
for bank deposits, the banking system must take care, as was suggested 
earlier, not to involve itself in future uncertainties. This can be done only 
through asset control. If through their portfolio policies banks can detach 
themselves from the hazards of the long run, these hazards will themselves 
become of lesser significance 

The granting of non-self -liquidating loans not only involves the bank- 
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ing system in the errors of present forecasts relative to future develop- 
ments but sets forces in operation that exaggerate these errors. Miscalcu- 
lations as to future prices and costs result, and in consequence production 
is misdirected. Inefficiency and waste are engendered and cyclical fluctua- 
tions are aggravated 

Thus in their effect on stock prices and hence on entrepreneurial ex- 
pectations, the increase in security loans in the twenties had a distorting 
effect upon business activity Judgments became blurred relative to future 
business prospects This or that type of business enterprise was stimulated, 
depending upon the speculative vagaries of the public. The later decline 
in stock prices and the reduction in security loans intensified the depression 
As one authority has so well phrased it credit structure built upon the 
fickle fortunes of speculation is certain to collapse, because the profits of 
speculation depend upon liquidation 

The purchase of substandard foreign bonds, the rapid growth in in- 
stallment credits and the sharp rise in the volume of finance bills in the 
acceptance market in the twenties, all of which were related to bank credit 
creations, had an inflationary effect on business activity and, in addition, 
had the effect of glossing over certain fundamental disequilibria The 
effect of increases in American tariff rates was held in abeyance as was 
the ultimate breakdown in reparations and interallied debt payments The 
attempt to substitute credit for true economic adjustment prolonged eco- 
nomic artificialities with the consequence that the depression was all the 
more severe and prolonged. Contemporary diagnoses of developments 
through the twenties proved correct only as these were based on qualita- 
tive analyses Quantitative analyses proved completely misleading 

The use of the banking system in the twenties by quantitative adherents 
to achieve certain predetermined ends has been completely dwarfed in- 
tensively and extensively by the use of banking systems m all countries in 
the thirties as instruments of national policy In the totalitarian nations, 
bankers are no longer free to exercise their own discretion in the selection 
of loan risks. Commercial banking, in the generally accepted meaning of 
the term, has ceased to exist. Even in the United States, interest rates have 
been lowered below the levels that otherwise would rule and, in conse- 
quence, many commercial banks, in order to meet operating expenses, have 
increased their holdings of long-dated debt in the form of bonds and 
capital loans. The offsetting liability to these long-term capital assets is 
demand deposits. Banks are borrowing short and lending long, and in 
many cases loans have been granted at rates of interest scarcely high enough 
to take care of normal expected losses. The involvement of commercial 
banks in long-term interest and business fluctuations has occurred at a time 
when, by reason of the low state of bank earnings, the strengthening of 

* Woodlief Thomas, American Economic Review, March, 1935, p 30. 
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the capital structure becomes difficult Easy money policies were adopted 
in the first instance to activate business, but so deeply involved have many 
banks and the federal government become in these policies that cheap 
money has become an end in itself. 

It has frequently been pointed out that the coinage of capital assets into 
bank credit does not make for an optimum use of a country’s productive 
resources Industrial mergers and amalgamations are brought about that 
are the consequence of financial rather than of industrial considerations. 
The substitution of machinery for labor, where this is possible, is stimu- 
lated Capital-using rather than labor-using industries are favored. The 
rigidity of the price structure is intensified through the growth of long-term 
debt 

The doctrines outlined in this paper would make changes occurring in 
commercial bank portfolios the criteria of monetary policy A balanced 
condition should exist between short- and long-term assets and liabilities 
Increases in book credits should be matched by increases in short-term 
commercial loans 

Commercial bank portfolio policies are to be essentially qualitative in 
nature, and in order to insure the qualitative character of commercial bank 
lending policies, central banks will have to base their policies in part on 
quantitative considerations This is necessary by reason of the legal rela- 
tions existing between the reserve balances of commercial banks and their 
deposit liabilities Should commercial loans increase, the central bank 
could very well take action so that no check to the commercial loan in- 
crease will come from the side of deficient reserves Similarly, if there is 
a sudden demand on the part of the community to change its bank deposits 
into currency, central banks likewise should adjust their policies in order 
that this can be met without causing a decline in member bank reserves, 
which otherwise will force commercial banks to alter their commercial 
loan policies 

If, on the other hand, the increase in commercial bank portfolios takes 
the form of security loans, of mortgage loans, or of investments, matched 
on the liability side of commercial bank statements by an increase in de- 
mand deposits rather than by an increase in savings deposits, the central 
bank should follow a restrictive policy As a final thought, gold inflows 
and outflows should not be permitted to affect the credit base to the detri- 
ment of the character, composition, and quality of bank portfolios. 

The critics of this position will reply that the ideal proposed for the 
operation and functioning of commercial banks is a far cry from reality 
Not only are bank portfolios not in accord with the principles set forth, 
but their funds are so large and the commercial borrowing demands so 
small that they are forced to continue to add to their noncommercial as- 
sets 
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To state that banks must invest m long-term securities by reason of the 
plethora of their funds is simply to give sanction to the misuse of the 
banking system It must be remembered that these funds have been forced 
on the banks m consequence of the quantitative monetary policies that 
have been followed 

The decline in the commercial loan demand, itself, has resulted in large 
measure from the consequences of the easy money policies that have been 
followed The increase in bank security loans and investment holdings in 
the twenties, as well as the federal deficits of the thirties, have relieved 
business enterprise of the need for borrowing at short term. Long-term, 
rigid, inflexible debt has been substituted for flexible, short-dated commer- 
cial loans. In their own portfolio policies, commercial banks have been 
helpless to stem the tide of the quantitative policies (active and passive) 
that have been responsible for increasing member bank excess reserves to 
unprecedented heights. 

In view of the policies followed in the past, the introduction of qualita- 
tive principles at the moment would be no easy task One would have to 
take cognizance of the present situation and plot future courses accordingly 
So deeply involved is the banking and financial system in the quantitative 
controls followed, that readjustments will have to be gradual 

The introduction of qualitative principles would involve the elimina- 
tion of excess reserves and the restoration of short- and long-term interest 
rates to more normal levels It would mean a complete reliance upon sav- 
ings or taxes for the balancing of the federal budget It would mean that 
the noncommercial assets of commercial banks would thenceforth not in- 
crease, except as these were related to savings No check would be ad- 
ministered to increase in bona fide commercial loans Though the transi- 
tion to the system so envisaged would involve no mean readjustments, yet, 
in my opinion, these readjustments will have to occur someday, and in 
view of present policies and likely trends and projections, they will be all 
the more severe the longer they are delayed 

In conclusion, may I suggest that future advances in monetary theory 
and policy await a re-examination of the economic functions of commer- 
cial banks A huge superstructure of theory, topped by recommendations 
for policy action, has been erected by the quantitative school on the basic 
premise that bank credit is but a substitute for the standard money The 
qualitative school suggests that the premises underlying that logical super- 
structure be re-examined The question might be asked whether monetary 
theorists have not proceeded along the wrong road and whether the high- 
way marked by the writings of Adam Smith, the doctrines of the banking 
school, and the contributions of Stephen A. Colwell do not offer more 
fruitful possibilities. 



MONETARY POLICY AND INVESTMENT 

By Howard S Ellis 
University of California 

'*A society . . which saves, can escape a progressive fall in income and 
investment only through the continuous development of new investment 
outlets, such as are created by technological progress, the rise of new in- 
dustries, the discovery of new resources, the opening up of new territory, and 
the growth of population” thus writes Professor Hansen ^ In diametrical 
opposition Professor King believes that “whenever . new equipment 

for producing direct goods is much needed, interest and profit rates rise, 
and, as a result, we invest more and spend less Thus adjustments in the 
direction of equilibrium are always being made The process is automatic, 
hence economists have no occasion to worry either about lack of oppor- 
tunities for investment or about a surplus of funds awaiting investment 
It IS my conviction that the truth lies between the extremes of these two 
views, that it is possible to indicate in a general way the resolution of this 
great divergence, and finally that the solution is essential for any reason- 
able monetary and economic policy 

Let us consider first saving — I use both this term and investment in an 
ex ante sense Now the first step in saving — even in saving by institutions 
such as life insurance companies, building and loan societies, corporations, 
savings banks, and authorities — is the accumulation of money As matters 
stand, part of the savings get no farther they are absorbed into hoards 
or dissipated by “attempts to hoard” for the time being The fruition of 
saving in investment is not “automatic ” But this is not to agree with the 
Keynesian tenet that any net saving automatically decreases investment 
and income,^ nor to agree with Lange that saving over an “optimum rate” 
has these effects ^ The original Keynesian version of the impasse, as a 
number of critics have pointed out,® rests upon the assumption of an 
absolutely elastic schedule of liquidity preference — people are willing to 
hoard unlimited amounts of money. 

Even Lange’s more moderate version, whereby the desire to hold money 
increases with higher incomes and lower interest rates, does not give us an 
automatic impasse from either cyclical or secular angles through exceeding 
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an optimum propensity to save The optimum is said to rest upon a 
counterbalancing of two forces the expansive force given by a fall of 
interest rates when people do not spend but instead make a part of the 
active circulation available for liquidity reserves, and a depressive force 
given to entrepreneur expectations when the demand for consumption 
goods falls off For a theory in which all of the variables are operating 
simultaneously, the expansive force of lower interest rates involves a 
paradox output is being expanded through the accumulation of funds 
being used neither for consumption nor investment A truly dynamic 
theory, which dates its variables, conceives of low interest rates as an 
''expansionary tendency likely to arise during the contraction,’’ in Haber- 
ler’s phrase, and exercising its actual expansive force later in recovery The 
same flaw of simultaneity or timeless variables appears in the supposed 
depressive force current investment falls or remains low because current 
consumption is restricted But it has been justly observed by Hansen that 
"former recoveries have typically been carried forward on a wave of new 
investment which was not narrowly gauged by the current and immediate 
level of consumption purchases Large, bold projects, looking far into 
the future, have typically been undertaken in the upswing period ’’® Thus 
though Lange correctly holds that the demand for capital goods derives 
from consumers goods, the derivation need not be from contemporary con- 
sumption 

While the allegedly orthodox view that savings pass automatically into 
investment cannot be maintained, neither can the doctrinaire oversaving 
view be supported that saving (either any saving or that exceeding an 
imagined optimum) automatically fails to arrive at investment or even 
reduces it There is nothing automatic, mechanical, or functional about it 
either way The more attention comes to be centered upon technical, psy- 
chological, and institutional factors which either facilitate or impede the 
movement of savings into investment, the more rapidly will the theoretical 
cleavage disappear A frank, nonpartisan observer readily recognizes that, 
under sufficiently adverse circumstances, saving not only results in no invest- 
ment but actually induces contraction through hoards, attempts to hoard, 
or adverse entrepreneur expectations, but that if these obstacles can be 
reduced or removed, saving adds to the complement of capital goods 

In the acute phases of cyclical depression the strong increase of liquidity 
preference results in a failure of savings to pass into investment Looking 
aside for the time being from measures directed toward encouraging invest- 
ment, it may be good public policy in protracted depressions to penalize 
not only that hoarding which springs from the conversion of non-monetary 
to monetary assets (liquidation) but even that hoarding which comes from 
current income (saving). To generalize from the cyclical to the secular 

® Hansen, Full Recovery or Stagnation? p 279, the italics are the author's 
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situation as to fact and policy would, however, be perilous A progressive 
and persistent increase of the desire for liquidity, as something subjective, 
spontaneous, endogenous, and separable from the objective facts adverse 
to investment, is difficult to conceive for either private or institutional 
savers ^ Furthermore, secular increase of hoarding of this character would 
be easy to offset by an even secular increase in money ® Measures designed 
to reduce saving in what is called ’'secular stagnation’* seem to ignore that, 
even with a certain leakage or loss, savings do pass into investment, and 
that investment raises incomes Keynesians agree with orthodox theorists 
that the greater the complement of capital instruments the higher are real 
wages Suppose that a portion of national savings slips persistently into 
hoards or that persons and institutions constantly attempt to hoard a 
portion of their savings Would not a permanent policy of reducing savings 
spell the perpetuation of supply-reduction measures appropriate only to 
the short run, and an attempt to achieve prosperity through scarcity^ 

Let us assume that the increment to investment governs the increment 
to employment One characteristic of cyclical periods of increasing pro- 
duction, quite aside from mechanical reactions envisaged by the older 
quantity theories, is rising prices from improved anticipations Voluntary 
saving has this superiority over expansion solely through credit creation, 
that it liberates factors without causing their prices to rise, or, alternatively, 
a given amount of credit expansion will go farther in carrying forward 
employment with the accompaniment of voluntary saving than without it 
The driving force of increased production is certainly not saving but factors 
on the demand side to which we come in a moment, but voluntary saving 
supplies the wherewithal for expanding output in the most salutary way 
One final observation upon savings Recent statistical enquiries of Cohn 
Clark and others establish clearly the validity of the emphasis upon income 
and not interest rates as the chief variable upon which the magnitude of 
savings depends ® This signifies by necessary counter-implication that for 
a given amount of income, savings are fairly inflexibly determined — by 
corporation practices, the distribution of income, social mores, and private 
habits Public policies directed toward saving itself therefore impinge 
against particularly stubborn and resistant forces Consider the present 
situation with its lethargy of investment, but with its lurking danger of 
an ultimate war boom of disastrous proportions If the state introduces 
measures to alter the deep-seated social, economic, and political determin- 
ants of saving, may it not have to reverse its policy and attempt to teach 
corporations and private persons new habits again in a twelvemonth^ Has 

^ Jacob Viner, *'Mr Keynes on the Causes of Unemployment,” Quarterly Journal of 
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not Keynes himself illustrated this absurdity in his pronouncements since 
the outbreak of war^^° Any so-called **secular” situation is apt to see some- 
thing happen; long-run or persistent inactivity may be suddenly terminated 
by cyclical developments. Savings itself is something too inflexible for suc- 
cessful manipulation 

The middle-ground position with respect to saving would run somewhat 
as follows Savings are neither automatically transferred to investment nor 
automatically diverted from investment The transfer process is conditioned 
by technical, psychological, and institutional factors of great complexity, 
probably defying any functional expression In periods of acute cyclical 
depression when saving means hoarding, it may, in particular cases, seem 
advisable to encourage consumption through doles and other measures 
Over longer periods showing a lagging pace of investment, increasing the 
funds available for liquidity reserves would suffice to oflFset an indigenous 
increase of desire for liquidity per se, but if, as seems more probable, the 
obstacles inhere in the demand side, penalizing hoarding would be curing 
symptoms Measures to reduce voluntary saving have been supported upon 
the argument that in less-than-full employment, the potential supply of 
capital cannot be the limiting factor But in this situation the supplies 
of all factors appear redundant, and since the historical evidence seems 
to indicate that revivals have not been based upon rates of current con- 
sumption, saving cannot be charged with this redundance Voluntary saving 
itself appears as a normal economic function, carrying advantages over 
alternative provisions for expansion, and, unless the state abrogates this 
function to itself, saving does not lend itself well to manipulation Finally, 
nothing in this philosophy affords any apology for inequality merely for 
the sake of saving 

Before we pass from the supply side of the problem in saving to the 
demand side in investment, it is necessary to be sure that we have in mind 
the precise character of the ailment envisaged in current discussions as 
economic maturity, stagnation, or a contracting economy We may fall 
victim to pressing various physical or biological analogies too far, or we 
may simply be coming new synonyms for depression, bad times, crises, or 
the '’dearth*' of Elizabethan times. What specifically is the complaint? Is it 
chronic under-utilization of physical plant, persisting unemployment of 
labor, low interest rates, low wages and profits, low incomes generally^ 
The question would, of course, not be worth asking if there were not 
confusion on the subject. Sometimes, for example, the prevalence of very 
low rates in certain segments of the money market is taken as the earmark 
of stagnation, and yet it is fairly clear that without unemployment and 
idle plant we would feel no especial concern over low interest rates Indeed 
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in theories of equilibrium with less than full employment, low interest 
rates are the necessary requisite to reaching full employment Again, are 
low incomes in general the complaint^ Such an answer would be suggested 
by the term chronic depression, for in cyclical depression incomes are low. 
But in fact we discover stagnation attributed primarily to societies with 
large incomes, and the contemporary scene in America is thought to be 
characterized by a reasonably good level of national income If low income 
rates do not constitute stagnation, what does? Economists of all persuasions 
would agree, I believe, that the current malady is chiefly the under-utiliza- 
tion of factors This directs the enquiry to the demand side, and in a society 
based upon private enterprise, particularly to the demand for capital, or 
investment 

Obstacles to investment fall into three broad categories — institutional, 
psychological, and technical Subsequent analysis will indicate that the 
technical obstacles are partly unreal and partly pure guesses as to the 
future, some of the psychological obstacles are unimportant, and those 
which are serious derive for the most part from institutional factors We 
discover the very core of stagnation in rigid prices, monopoly restriction 
of output, inequality in the distribution of income, difficulties in changing 
the direction of production including adaptation to certain new, more 
* 'social” wants, relatively high levels of interest in some segments of the 
money market, and, finally, certain political factors — taxes which bear 
upon enterprise, tariffs and quotas, embargoes on capital movements, 
expropriation of property, and the like It is the essence of a synthesizing 
theory, such as that advanced in these pages, to dispense with analytical 
elements upon which there prevails complete disagreement, and to utilize 
elements upon which there is fair accord Upon this basis, the general 
oversaving thesis and the doctrine of lacking technological uses of capital 
will have to go by the boards, but the institutional elements remain as 
common ground The term institutional must, however, be conceived 
broadly, for some of these obstacles reach deep into the foundations of 
the system of private enterprise or even, according to one school of thought, 
inevitably characterize the system Anticipating some subsequent conclu- 
sions upon policy, I may say that the synthesizing analysis almost neces- 
sarily implies for the present situation a relatively large volume of govern- 
ment investment, though the conservative may wish to insist upon its transi- 
tional character 

Certain marginalia seem to be in order concerning the nature of insti- 
tutional obstacles to full employment and the investment of savings Rigid 
wages have often been said to be the very foundation of the Keynesian 

” A somewhat similar classification is employed by Gottfried Haberler, 'Interest Rate and 
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system.^® This is indeed true in one sense Keynes believes it easier as 
a matter of policy in a society with increasing productivity to allow money 
wage rates to rise and to prevent commodity prices from falling, than to 
stabilize money wages and force commodity prices down Critics have 
generally missed the point, however, that in his analysis of equilibrium 
with less than full employment, rigid wages do not appear in the enumera- 
tion of factors responsible for the situation For this reason the Keynesian 
theory is psychological and technological, but not, at least explicitly, insti- 
tutional It is only necessary to work the explanation of Keynesian policy 
back into the analysis of unemployment, however, to discover its common 
ground with traditional theory The inflexibility of wages downward when 
other prices generally are falling, or the tendency of strongly organized 
labor to a successive racheting of wage rates upward in “normal” times, 
IS quite consonant with the orthodox position that, however much a les- 
sening of inequality may be desired, an advance of wages unaccompanied 
by a parallel increase of productivity will result in unemployment 

The analysis of underemployment must incorporate not only wage 
rigidity, but it must take full account of monopoly and other price rigidities 
throughout the system To have done this in systematic fashion constitutes 
the great superiority of Myrdal’s work on Monetary Equilibrium over the 
Keynesian systems As a cause of equilibrium with less than full employ- 
ment, monopoly and monopolistic price policy figure less significantly for 
their levy upon consumer real income than for their restriction of the field 
of investment Labor, capital, and all hired resources tend to be used in 
the restricted quantities determined by marginal-revenue product and not 
marginal product.^® In view of the complete agreement of traditional 
equilibrium economics, of the older theories of cyclical variation, and 
of the Keynesian-Stockholm school as to the disequilibrating effect of 
monopolistic and other rigid prices, I think it safe to ignore the contrary 
proposition that price rigidities act as “stabilizers ” Mr Hicks succeeds 
in demonstrating only that if a commodity is initially overpriced, a rise 
of other prices may reduce disequilibrium and stay the advance of those 
other prices He does not consider the case in which an administered price 
is too high but other prices fall,^^ though it is precisely in depression or 
stagnation that monopoly influences are most nefarious’ Professor Hansen, 
the leading proponent of the stagnation thesis in this country, develops 

'“Haberler, Prosperity and Depression, 2nd ed , p 235, n 1, pp 238-239, W W 
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the argument with great care against a background of inflexible prices 
and costs 

The second set of institutional obstacles to investment turns upon ex- 
treme inequalities in the distribution of wealth and income Inequality of 
wealth permits to only a few the entry into productive enterprises requir- 
ing large blocks of capital, it restricts to a few the development of per- 
sonal capacities of high technical order Consequently inequality not only 
springs from but also fosters monopoly Inequality of income increases the 
amount of voluntary savings, if institutional obstacles interfere with the 
flow of savings into investment this aggravates difficulties It may be noted 
that this does not constitute savings or inequality per se into the cause of 
unemployment after the fashion of Rodbertus or Keynes Without monop- 
oly and other institutional interferences to the tansfer process, a competitive 
system endowed with a non-deflationary monetary policy would apparently 
utilize savings — perhaps not without cyclical interruptions — whether or 
not they sprang from a humane distribution of income 

I touch briefly upon other institutional obstacles, although the potency 
of the aggregate, including price rigidities and inequality, could account 
adequately for the existing lethargy of investment A society enjoying 
a growth of national income naturally desires to consume in new ways. 
Being comfortably ensconced in sheltered positions, monopolies do not 
in general reveal much concern about catering to new wants This very 
immobility would tempt the innovator, the true entrepreneur in Schum- 
peter’s sense, but often the way is blocked by the necessity of formidable 
initial outlays upon the ’’selling costs” of monopolistic competition The 
process of changing over to new types of production works against heavy 
costs, frictions, and uncertainties Furthermore, many fields which seem to 
be indicated as genuinely corresponding to consumer or public demand 
have so social or communal a character — hospitals, or slum clearance con- 
joined with housing projects — that private enterprise has found the condi 
tions of production and demand too complex and unusual Many of these 
applications of capital may in the end cover the competitive ’’opportunity 
costs,” though the state itself for the present has to play the innovator 
Much the same appears to be true of certain more risky channels of pro- 
duction already served by private enterprise but suffering under dispro- 
portionately high money costs in comparison with safer investments.^* 
Moody’s triple A rating may be an institution weighing heavily on unor- 
thodox but necessary economic experimenters. 

Finally it may be asked whether saving itself and the technical poten 
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tialities of investment can be charged with the ruthless thwarting of enter- 
prise which prevails in the fields of foreign investments and international 
traded Even an exponent of *'Beggar-my-Neighbour Remedies for Unem- 
ployment’* emphasizes that the conditions necessary for short-run advantages 
are complex, and that such ‘'remedies” defeat themselves in the long run 
by provoking retaliation I do not need to expatiate upon the lets and 
hindrances to investment involved in some of our domestic policies since 
these have been sufficiently exposed, frequently with suspicious zeal 
In addition to objective or institutional, there exist also psychological 
impediments to real capital formation, but few of them arise spontaneously 
or persist independently Particularly is this true of liquidity preference 
Most hoarding springs not from miserliness but from insufficiently attractive 
alternatives If, indeed, accumulation outstrips improvement, there may 
be a psychological resistance to low interest rates But if there is no prospect 
of a reversal of the situation, few potential investors will continue the 
hunger strike, as Haberler remarks, “After a while even John Bull will 
become accustomed to 2 per cent or 1 per cent The same observation 
holds regarding a possible general abatement in the venturesomeness of 
entrepreneurs, particularly in large corporations through the spread of pro- 
fessional entrepreneur-manager control divorced from ownership Eventual- 
ly the investor would be forced to a recognition of realities that he cannot 
eat his cake in the form of conservatism and security and also have it in 
the form of the high returns to be expected only from assumption of marked 
risks For the rest, the so-called “psychological impediments” are not dis- 
tinguishable from objective conditions There is no native instinct not to 
invest, though there is the subjective reflection of difficulties engendered 
by rigid costs and prices, monopoly, and other “real” factors 

The third set of obstacles envisaged by the theory of equilibrium with 
less-than-full employment is supposed to stem from inelasticity or lack 
of sufficient magnitude in the underlying technological schedule of capital 
productivity or efficiency This I believe to be the weakest paragraph in 
the brief, the least eligible for a synthesizing analysis In the first place 
productivity or efficiency pertains only to actual investment — not to saving 
which bogs down in abortive lacking, losses, hoards or attempts to hoard 
There can be no obstacle to investment from the shape or position of the 
demand function itself, at most it would mean that, if there existed an 
institutional or psychological floor to interest rates, we should reach equi- 
librium with less employment than we should with greater elasticity or 
magnitude in the demand for capital. Eliminating such a floor on the basis 
of the improbability of continuous absorptions into liquidity reserves, 
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we are bound to conclude that inelasticity or small extent in the capital 
demand function signifies only low interest rates — not idle men and ma- 
chines Some persons in lower income brackets would suffer through reduc- 
tions in insurance and annuity benefits and the shrinkage of income from 
endowments; but in general low interest would mean a welcome reduction 
of inequality and living by owning. 

But the alleged inelasticity or limited demand from a technological angle 
is itself subject to grave doubts. Looking forward, the stagnation theorists 
have felt gloomy at the prospect of capital-saving inventions At most this 
IS merely a possibility Why should it be a gloomy one^ Laborsaving 
inventions like the linotype have sometimes resulted in a greater demand 
for labor, by the same token, capital-saving improvements may actually 
increase the demand for capital at given rates of interest But if demand 
for capital and interest rates fall, would not the relative and absolute 
incomes of labor be increased and inequality diminished by its increased 
relative importance m production^ Looking backward, the pessimists have 
observed, as in the Temporary National Economic Committee hearings on 
saving and investment, a close correlation of national income and new 
expenditures upon mining and manufacturing equipment Since the World 
War, it is pointed out, capital outlays have gone heavily into '*nonbusiness*’ 
lines of production — houses, roads, and public woiks, but because invest- 
ment has not gone precisely into the narrow category of ‘‘mining and 
manufacturing equipment,'’ even the halcyon twenties fall under the bale- 
ful characterization of stagnation prevented only by special circumstances 
If we include these nonbusiness capital goods under investment, then the 
secular stagnation of investment is a matter of one decade, scarcely to be 
distinguished, so far as we can perceive thus far, from an unusually severe 
or prolonged cyclical movement. 

Why should umbrage fall upon nonbusiness lines of production^ Man 
shall not live by blast furnaces alone Is there anything more natural than 
that society should take its increased income in more of durable consumers 
goods, or eventually also in more non-durable consumers goods and leisure^ 
Is an increase of demand for non-durable consumers goods — an increase 
in the “propensity to consume" — a way out of stagnation, but an increase 
in demand for durable consumers goods not^ The plain answer is, of course, 
that employment of labor need not depend upon investment in mining 
and manufacture As Professor King insists, “As long as the modal family 
income in the United States is under $1,000 per year, there certainly is no 
need to conjure up wants for new and unknown products or to establish 
new industries in order to find a market for far more goods than our 

^ Cf Tables and Charts for Use tn Hearings on Savings and Investment before the 
Temporary National Economic Committee, Securities and Exchange Commission (litho- 
printed, 1939) , and the testimony of Hansen and Currie on May 16, 1939, as given in 
Releases No SlO and SI 2 
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present industries can produce Residential real estate has shown nega- 
tive net investment for nearly a decade, according to Kuznets’ figures, and 
there were even minuses in the years 1935 on If we include durable 
consumers goods within the pale of investment, potential increases in the 
demand schedule for capital would appear to be very great And if we 
include as possible destinations for increased national income also non- 
durable consumers goods and personal services, the bogey of lacking tech- 
nical applications for capital disappears 

The inevitable objection to this sort of argument will be that existing 
plant, having been constructed upon expectations of continued expansion 
along the old lines of population growth, etc , now suffers under a dearth 
of demand What does it avail to point to the possibilities of profitable 
production with a totally recast orientation of outlets and physical equip- 
ment, when it is the obvious necessity that existing plant be profitably 
employed^ I should heartily welcome such a response for actually it con- 
tributes to the middle-ground theory, to the truth between extremes, being 
sought for The objection makes its contribution in abandoning the thesis 
of an ultimate or underlying lack of demand for capital goods, and by 
stressing the inappropriateness of the present supply or stock of instru- 
ments This inappropriateness of present supply is a horse of considerably 
different color from the Keynesian lack or inelasticity of demand for 
capital Actually the situation may be further resolved into its components 
Part of existing instruments of a specific sort are worthless — not capital at 
all, whereas another part of less specific sort has a high potential produc- 
tivity, because the recasting of production makes heavy demands for new 
equipment The realization of this potentiality encounters institutional 
obstacles in the narrower sense rigid costs, monopoly inertia and restriction 
of the field of investment, disproportionate risk-loadings outside the gilt- 
edge security market, and the like Antitrust measures and plans to increase 
the availability of credit help, no doubt, but government investment appears 
to be the most powerful weapon against monopoly prices and wages, and 
against institutional inertia in general Whether the system of private 
enterprise is inherently impotent in the contemporary scene, whether it 
is itself an institutional obstacle, and whether the entry of government 
into investment spells socialism — these are questions which will ultimately 
find their own answers. 

In concluding upon the supposed technological obstacles or lack of de- 
mand for capital, let us return to a passage quoted at the outset of these 
remarks ”A society . which saves, can escape a progressive fall in in- 
come and employment only through the continuous development of new 
investment outlets, such as are created by technological progress, the rise 
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of new industries, the discovery of new resources, the opening up of new 
territory, and the growth of population ” I disagree A society which saves 
can escape a fall in employment and income if it can successfully cope with 
institutional obstacles, new investment outlets exist in adequate volume in 
known but unexploited techniques without the necessity of the various 
creations in the list, and I do not believe that we want those created outlets 
particularly — in some cases not at all Technological progress’ Is the crying 
need of economic society today our ineptness in making things^ Is agricul- 
ture archaic, our commerce unprogressive^ Granted that we generically de- 
sire to reduce production costs, here, too, we encounter frictions and institu- 
tional obstacles Have we, for example, entirely forgotten about tech- 
nological unemployment^ New industries’ Is the variety and quality of our 
wares sadly limited^ New resources’ Do we in the United States chiefly 
suffer from an inadequacy of natural resources^ Territory’ Do we too need 
a Manchuria, Abyssinia, or Czechoslovakia^ Growth of population! Do 
we propose to cure unemployment by encouraging the birth rate^ So much 
emphasis has been laid upon the retardation of population growth rate that 
some lines written by Hicks deserve repetition “One cannot repress the 
thought that perhaps the whole Industrial Revolution of the last two hun- 
dred years has been nothing else but a vast secular boom, largely induced 
by the unparalleled rise in population If this is so, it would help to ex- 
plain why, as the wisest hold, it has been such a disappointing episode in 
human history I do not think it can be gainsaid that technological im- 
provement or population growth eases the savings-investment process, given 
the institutional obstacles But the main question is how do we want to 
mend matters^ 

The economic policy based upon tne present attempt at finding a middle- 
ground truth takes up the positive contributions and rejects the extrav- 
agances in both the oversaving and classical positions Such a policy is not 
directed toward the reduction of saving nor the conjuring up of created 
investment outlets, it is directed against those factors which both wings of 
theoretical opinion envisage as impeding the flow of saving to investment — 
price rigidities, monopoly, inequality, political obstacles to free private en- 
terprise and initiative The philosophy is liberal in that it seeks to rehabil- 
itate and perpetuate private enterprise and competition, but it is also 
radical. In the first place, it accepts extensive government expansion into 
the field of investment as a means of breaking industrial and labor union 
monopolies and price rigidities, and as a means of launching production to 
correspond with the social wants of a relatively high-income country — into 
slum clearance, hospitals, recreational opportunities, free public education, 
and the like. In doing so, the state must seek to compete with private, com- 
petitive industry directly as little as possible, and it must avoid a ruinous 
indirect competition through failure to charge to its projects their full op- 

Hicks, Value and Capital, p 302, n 1. 
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portunity costs in labor, land, and capital ^ The creation of a separate cap- 
ital budget for public investments would eliminate the anomaly of charging 
capital expenditures to current income,^® on the other hand, since the break- 
ing into monopoly profits might show some handsome returns upon the 
public ventures, it might be wise to record that fact also In the second 
place, inequality of wealth and income must be vastly decreased Invest- 
ment opportunities for capital and careers open to the talents must be 
widely distributed if a system is to be competitive If business interests adopt 
an attitude of irreconcilableness, they prolong and intensify unemployment 
and sew the seed of crack-pot schemes for *’30-Thursday,’* “share the 
wealth,'* or social revolution 

The role of monetary policy in the indicated direction of public policy 
is modest but an integral part of the whole Schemes for curing symptoms 
by penalizing the holding of cash balances will be rejected, while a policy 
of easy money is continued so long as investment lags Since we have the 
curious combination of idle men and machines as a heritage from the Great 
Depression and at the same time the possibility of a war boom of large 
proportions, constant alertness to price-level movements, price differentials, 
security values, inventories, physical production, and other indices of cyclical 
variation will continue to be requisite So far as contributing to the solu- 
tion of continued unemployment is concerned, the functions of monetary 
policy, outside the avoidance of a runaway prosperity fever, are two The 
banking system can continue and even increase its activity in putting idle 
savings at the disposal of government investment, assuming that this in- 
vestment is animated by the purpose of breaking monopoly, cost rigidities, 
and the inertia of enterprise in directions of public demand Action by the 
banking system in this respect is, however, clearly limited by its respon- 
sibility for cyclical developments, especially currently in view of the vol- 
ume of excess reserves In the second place, carefully articulated plans are 
not wanting for increasing the availability of credit without heavy risk 
premia to small enterprises and second- and third-rate credit ratings — plans, 
for example, of academic specialists such as Leonard L Watkins, of pub- 
licists such as Guy Greer, and of political economists such as Adolph A. 
Berle The success of such plans depends, of course, upon a rational ar- 
ticulation with monetary policy in general, and with the investment, tax- 
ation, relief, and labor policies of the government. Promising lines of attack 
upon the persistence of unemployment and the lethargy of investment are, 
however, for the most part beyond the province of the banking system and 
the monetary authority. 

”In this respect the plan of A A Berle falls short, cf *'A Banking System for Capital 
and Capital Credit," TNEC Release No Sll (May 23, 1939), p 14 

“Cf Gordon, loc, at,, p 113 

“Cf L L Watkins, Commercial Banking Reform in the United States (Ann Arbor, 
Michigan Michigan Business Studies, 1938) 8, 5, pp 56-70, Guy Greer, "America's 
Greatest Need Today," Harper’s Magazine (December, 1939), pp 1-13, Berle, loc at 



DISCUSSION 

Ray B Westerfield Here is a diversity of recommendations of monetary 
policy Several policies recommended by one speaker are rejected by another. 
Most of the policies followed by the Roosevelt Administration are rejected There 
IS little sympathy with the stagnation doctrine, with government spending on a 
long-time basis, with promoting recovery by easy money, or with giving mone- 
tary policy a dominant role in control of national economic activity. 

Probably the most striking agreement is on the desirability of reducing the role 
of the government in monetary management Beckhart would have none of it, 
Graham would prefer an automatic monetary standard to a managed standard ; 
and Ellis would restrict government activity to breaking down institutional ob- 
stacles to the flow of savings into investment This agreement represents a rever- 
sion from the recent propensity to load the government with monetary powers and 
expect great accomplishment The reversion is in line with thought in other fields 
of activity, and is perhaps born of frustration, and disillusionment, the task prov- 
ing too big and complex for simple solvent, the government having failed to act 
according to premise, or the theory underlying policies having failed to work out 
as expected 

To my way of thinking none of the three take sufficiently into consideration 
the practical difficulties in the application of their recommendations under present 
conditions Surely it is impossible to shift from the basis of quantitative control 
to the basis of qualitative control, in whole or even large part With the total 
volume of eligible paper in the portfolios of the Federal reserve banks amounting 
to only 3 million dollars, out of total assets of 19 billion for the Federal reserve 
banks and of 74 billion for the banks of the country, and with excess cash and 
bank balances of 16 billion dollars and no likelihood of members borrowing from 
the reserve banks in the near future, it is difficult to see how any control can 
be exercised by qualitative considerations To enforce the rule that banks match 
their total demand deposits by cash and self-liquidating paper and dispose of the 
non-self-liquidatmg loans and investments in excess of their savings deposits 
would be ruinous to the banks The qualitative scheme of control is too simplified 
to match requirements Demand deposits are not, as implied, created solely or 
even largely nowadays by the loan process, and it is physically impossible to find 
new loans sufficient to match the deposits caused merely by gold imports 

Even in more normal times the qualitative method of control has a significant 
weakness in that it does not have in itself the means of discovering that an infla- 
tion IS in progress The mere test of self-liquidation ignores price change — or 
self-liquidation is more assured if the trend of prices is upward Quantitative 
tests must be employed to determine whether inflation is in progress and whether 
it has reached a dangerous scale Qualitative tests cannot be depended upon to 
anticipate inflation or maldistribution of credit as among the industries or regions, 
especially under our decentralized system of unit banks It seems to me that credit 
control can be made effective and safe, if at all, only through happy combinations 
of the quantitative and qualitative devices 

The proposals of Ellis are that the government intervene as much as or even 
more than at present in the investment field, that it finance its deficits as much 
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as or even more than at present through the commercial banks, assuming that this 
intervention and this use of commercial bank funds are strictly for the breaking 
down of institutional obstacles to the flow of savings into investment He also 
fails to give due consideration to the practical difficulties in carrying out such a 
program I thoroughly commend his taking a middle-ground course, rather than 
going along with the stagnationists, but how in actual practice can intervention in 
the investment field and in general industry be held strictly to the breaking down 
of monopolies of industry and labor and price rigidities and how can intervention 
be expected to withdraw when such breaking down has been accomplished ^ The 
political forces driving the government deeper and permanently into intervention 
are so strong that it is difficult to believe it can be stopped this side of socialism 
We are familiar with the last seven years of effort at breaking down alleged ob- 
stacles to the flow of savings into investment , it is doubtful whether more ob- 
stacles have not been erected than broken down In any case, such breaking down 
IS better accomplished by direct means than by the indirect way of monetary policy 
Finally, Graham frankly states that principal objections to his proposed scheme 
of composite-stored-goods unit of monetary value are along lines of administra- 
tive convenience and cost, and he makes no pretense of considering them They 
seem to me to be so big as to defeat the practicability of the scheme 

The three speakers have also not addressed their recommendations directly to 
the problems of credit control that immediately face the country The problem of 
idle money is considered by only one of the papers, the problem of finding loans 
and investments for an overdeveloped banking system is not touched by any of 
the three, nor is the problem of gold importation and purchase, nor the problem 
of silver purchase, nor the problem of deficit financing Surely all recommenda- 
tions of monetary policy ought to start from the conditions that exist and ought 
to aim at resolving the immediate problem, and not treat the subject as if it were 
to be applied in a vacuum or in standardi2ed or well-fitted conditions Whatever 
new policy is adopted must be carefully adjusted to the existing monetary situa- 
tion and a process of working out the reform must be charted The three papers 
do little to this end 

Redvers Opie a formidable task of selection and compression is presented 
in commenting, for three minutes each, on three papers so pregnant with sugges- 
tion as those which we have just heard Therefore I propose to waive further 
appreciative courtesies and state my comments 

In general, all the papers exhibit welcome signs of that temperate eclecticism 
which springs from paying proper respect to other people’s ideas, which will ap- 
pear as orthodoxy to some and theoretical conservatism to others All express or 
imply a realization of the complexity of the economic system which makes the 
problem of monetary policy so complicated, and which arouses the suspicion of 
economists regarding generalizations which cover up the complexities and point 
to simple criteria in directing monetary policy They do not fall for that kind 
of economic reasoning which implicitly rests on the assumption of miraculous 
instantaneity in the operation of economic forces and then pretends to lay directly 
the foundation for controlling economic processes in the real world 
Professor Graham is heterodox m his orthodoxy he champions the cause of a 
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constant price level as the criterion of monetary policy, using as his new weapon 
of defence one forged out of the 100 per cent reserve plan and the idea of a 
composite commodity as the money stuff — we might call it for short "symmodity” 
money I have not read Benjamin Graham’s book, but it looks as if Professor 
Graham turns to that plan in desperation He is convinced that "an appropriate 
type of money will either maintain full economic activity without alterations in 
the value of the monetary unit, or that this cannot be done by any monetary 
manipulation whatever, and that the problem must be attacked by other means ” 
Symmodity money is the only kind which holds out any hope The objections to 
it in Professor Graham’s view lie in administrative difficulties and the attendant 
costs, about which he frankly confesses his doubts. 

On the surface the administrative difficulties are appalling I infer that Professor 
Graham would include many commodities in his list, since he would make it 
acceptable to most if not all countries The index number problem is then upon 
us with full force The constituents of the composite commodity would have to 
change with technical progress and shifts in tastes Think of the complications 
involved, first, in collecting by exchange processes the desired number of units 
of the rightly constructed composite and, second, in providing for storage, de- 
livery, or earmarking 

The problem must certainly be "attacked by other means" before we embark 
upon that revolutionary enterprise 

Professor Beckhart hints at one point in his paper that the quantitative and the 
qualitative methods of control are not mutually exclusive, but deal with different 
aspects of the same problem If I am right in detecting this olive branch, then I 
am sympathetic to his thesis, which I should interpret as a plea for sound banking 
— and we all admit that there is a problem of bank reform — or as a plea for 
distinguishing between, and perhaps separating in fact, the money market and 
the capital market 

But if Professor Beckhart’s confession of agnosticism, when he says that the 
"quantity of purchasing power a country requires in the form of bank deposits 
. . [cannot] be determined mechanistically" means that we cannot usefully 
consider the problem of what the monetary authority should do to affect the total 
quantity of money in the system, then I think he goes too far If the sole responsi- 
bility in extending credit rests with the individual bank, the central authority 
having performed its inspecting functions to ensure high quality and perhaps 
provided an information service to assist in appraising credit-worthiness, then it 
is not worth applying the name monetary policy to what is left for the central 
bank to do The central bank would simply passively provide whatever cash base 
the public demands upon the commercial banks warranted 

On the other hand the difference may relate merely to the use of terms If 
monetary policy were shorn of its fascinating complexities simply to make room 
for the related concept investment policy, which would embrace all problems of 
public investment, of the budget, of interest rates and of national policy in 
general, there would be nothing to lament and perhaps a gam in clarifying ideas 

Professor Ellis in his sober vta media agrees with Professor Beckhart that 
monetary policy has a modest part to play, but he faces up to the problems which 
remain when the commercial banks have been purged He refuses to be stampeded 
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by the savings bogey into accepting one or two quick cures for all economic ills 
Instead he, perhaps most of the three, emphasizes the complexities and therefore 
the organizational problems which cannot be made to vanish into thin air by a 
touch — or even a whack — of the monetary wand I should go further than Pro- 
fessor Ellis does overtly and make out the case for increasing the production of 
social goods on its merits, not necessarily as an adjunct of monetary policy, nor 
am I sure that government expansion into the field of investment is necessary 
to break down monopolistic rigidities, but such emendations are minor 

Professor Ellis sees the necessity of some system of costing in government 
expenditure, but he sees the impossibility of economists arguing m the light of 
history that the functions of the state should not be extended, and the impossi- 
bility of refusing to admit that these functions impinge upon and include in 
themselves monetary policy 

Raymond J Saulnier As regards the problem of stating the aims of mone- 
tary policy several points are clearly illustrated by the foregoing papers First, 
any attempt to state the objectives of monetary or credit policy reveals at once 
that there is not one but a whole set of objectives to be attained Second, it is 
clear that if a given statement of policy is to be useful in an operational sense it 
must be so stated that it can be clearly seen and acted upon No other kind of an 
objective makes any sense as a practical matter Third, and I think this is illu- 
minating to the whole discussion of monetary policy, the fact that objectives are 
often set forth as ultimates — about the nature of which few disagree — serves to 
cover very basic differences Finally, Professor Ellis's paper in particular shows 
quite clearly that monetary or credit policy is considered properly only when 
viewed as part of a larger pattern of social action that runs deeply into the vitals 
of a system of private enterprise 

Professor Beckhart and Professor Ellis agree that the ultimate objective of 
credit policy is to maximize production at minimum real costs But as is so often 
the case the agreement goes little beyond this statement of an ultimate objective 
According to the qualitative theory of credit control as stated by Professor Beck- 
hart, reaching this objective would require complete reliance on taxation and 
voluntary savings for what he terms a balancing of the budget, while for Profes- 
sor Ellis, correcting the under-utilization of factors requires that the government 
launch a program of investment intended to meet social wants inadequately satis- 
fied at present and by this means to make use of the “idle savings*’ accumulated 
in the banking system This contrast illustrates how it is possible to agree on 
the matter of ultimate objectives and to disagree basically with regard to the 
implementation of policy The two views involve different conceptions, not only 
of the meaning of the word savings, but also of the role of the state in human 
affairs As Professor Beckhart uses the word savings I believe he has reference 
to the total capital account of commercial banks and other financial institutions 
plus time deposits , that is, the sum is measured by reference to bank liabilities 
As Professor Ellis uses the term idle savings, he refers, I believe, to bank 
assets, that is, to the cash position of the banking system Professor Ellis’s pre- 
scription calls for more government borrowing and the sale of government securi- 
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ties to the banking system, while Professor Beckhart*s position would mean a defi- 
nite retrenchment in this type of financing 

Both of these proposed programs present special problems with which we are 
all fairly familiar. I would like, however, to comment briefly on the program 
advanced by Professor Ellis I find myself in complete sympathy with his attempt 
to make a synthesis of the opposing views regarding the future prospects of 
private investment and the factors which govern its flow. But I am doubtful that 
any of us has yet dealt satisfactorily with the basic problem. Can we reconcile 
an increasing participation of the state as a producer in our economic system 
with what we loosely term the system of free private enterprise In this con- 
nection it IS interesting that Professor Ellis has suggested that a still unsettled 
problem of political economy is whether private enterprise is not itself an '’insti- 
tutional obstacle” standing in the way of an appropriate flow of private investment 
and thus of income and employment It may be true that, as Professor Ellis points 
out, this question will ultimately find its own answer but we, unfortunately, 
cannot leave the problem to the future 

I am convinced that we cannot avoid the necessity of the program of social 
investment which Professor Ellis sponsors without a human cost that no system 
of government and hence of business enterprise could stand It involves not a new 
departure but a broadening or widening of the already socialized sector of the 
economy But I am also convinced that the sphere or area within which that in- 
vestment IS to be projected must be clearly marked Within that area it may be 
possible for the program of social investment to direct pressures against price and 
cost rigidities and thus act to free the flow of private capital However, the 
efficacy of this device for raising investment demand rests, in turn, as a long-run 
problem, on our ability to direct social investment into uses that will not them- 
selves serve as obstacles to the flow of private investment Finally it is becoming 
increasingly clear that unless taxation and labor policies, in particular, are har- 
monized With public investment policy, the latter can do but little to promote a 
higher level of private investment 



ECONOMIC ISSUES IN SOCIAL SECURITY POLICY 

THE IMPACT OF SOCIAL SECURITY LEGISLATION UPON MOBILITY 

AND ENTERPRISE 

By Sumner H Slighter 
Harvard University 

I 

By the mobility of labor I mean the willingness and the ability of labor 
to move from one employer to another, one place to another, or one occupa- 
tion to another in response to changes in the demand for labor Mobility 
must be distinguished from movement because much movement is initiated 
by the employer through layoffs * Some movement is necessary in order to 
achieve an optimum distribution of resources, but movement in excess of 
this amount is wasteful.® When people wonder about the effects of social 
security legislation upon mobility of labor, they are usually fearful that 
social security will prevent the movement from reaching the optimum 
amount The probable effects of the social security program upon mobility 
must be analyzed in the light of the amounts and kinds of mobility in the 
American lalxir market and of the conditions which determine mobility. 

The American labor market is only beginning to be explored Neverthe- 
less, I feel safe in asserting six propositions concerning the mobility of 
labor ( 1 ) the majority of the working population are relatively stable and 
do little moving either between employers or places and probably between 
occupations, (2) the amount of movement in the labor market is large, 
and, indeed, is much larger than is generally suspected, (3) the amount of 
movement from employer to employer and from place to place is declining, 
(4) the character of movement has been changing from a voluntary to a 
forced movement, (5) the obstacles to movement between employers are 
increasing, (6) changes in managerial policy and the spread of unionism 
are tending to increase the proportion of layoffs that are temporary rather 
than permanent, to reduce the proportion of casual work, and to sharpen 
the distinction between regular and temporary employers. 

Twenty-five years ago, when labor turnover was first studied, most em- 
ployers thought that it was of negligible importance, despite the fact that 
It turned out to be about 100 per cent a year The employers were misled 
by the concentration of turnover among a small part of the force — ^usually 
one fourth or less Although the number of separations might be as large 
as the force itself, from two thirds to three fourths of the names on the 

’ Hence increases and decreases m movement do not necessarily mean increases or de- 
creases in willingness or ability to move 

* Movement or both capital and labor is, of course, necessary in amounts determined by the 
relative costs of moving each Movement is to some extent necessary in order to develop 
men 
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pay roll at the beginning of the year would be there at the end. Today the 
nation suffers from the same optical illusion. It still seems to be true that 
in any given plant from two thirds to three fourths of the employees do 
not move in the course of a year The prevalence of geographical stability 
IS suggested by the Michigan study of mobility which indicates that during 
the fifty-seven month period from April, 1930, to January, 1935, 87.1 
per cent of the workers did not make the kind of geographical change de- 
fined as movement for purposes of the study ® 

Despite the fact that the great majority of the workers do not move, the 
amount of movement is large — much larger than most people have sup- 
posed Evidence is found in the figures on business births and deaths, in 
the labor turnover figures, in the large movement between agricultural and 
nonagricultural pursuits, and in the large number of account numbers issued 
by the social security administration Business births and deaths run each 
about 400,000 a year Many of them represent merely a change in owner- 
ship, but special studies indicate that there are about 200,000 births of new 
going concerns each year and almost the same number of deaths The av- 
erage number of employees in the 2,000,000 nonagricultural enterprises is 
between thirteen and fourteen It is probable that the infant concerns and 
also the dying concerns have less than the average number of employees If 
we assume that the average dying concern has less than half the average 
number of employees, say about five, 200,000 deaths would produce 
1,000,000 terminations a year If new concerns on the average have four 
employees at the end of the first year, they would represent the employ- 
ment of about 800,000 persons ^ The separation rate in manufacturing in- 
dustries in 1936 was 40 35 per cent, in 1937, 53 11 per cent, and in 1938, 
49 22 per cent As temporary layoffs are not ordinarily included in separa- 
tions, these figures represent terminations of employment with the enter- 
prise The movements of labor between agricultural and nonagricultural 
pursuits are not accurately known but appear to be large Woytinsky esti- 
mates that the number of farmers working m nonagricultural pursuits 
reaches a peak of about a million and a half at the turn of the year and that 
the seasonal demand for hired help by farmers rises in July to nearly a mil- 

^ Monthly Labor Revtew, April, 1939, pp 789-802 

A person was considered to have made a move whenever his work history showed a 
change between communities under one of the following circumstances ( 1 ) between places 
of work, when the person was employed both before and after moving, (2) between places 
of residence, when the person was unemployed both before and after moving, or (3) 
between place of work and place of residence, when the person was employed at one end 
of the move and unemployed or not seeking work at the other, provided in this case that 
the move was longer than between adjoining counties This restriction was adopted because 
short-distance moves between employment and unemployment were usually of the "com- 
muting" type which did not involve a defimte transfer of workers from one labor market 
to another 

** Concerns which die are likely to have a considerable shrinkage of employment for 
several years before their death Likewise, some new enterprises grow rapidly for the first 
few years Of course, a very large proportion of concerns have a life of less than a year 
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lion and a half over the level of January and February ® The number of ac- 
count numbers issued by the social security administration is about 60 per 
cent greater than the number of persons employed in the covered industries ® 
Allowance must be made for the fact that many account numbers have been 
issued to unemployed persons, that many holders of account numbers have 
retired or died, and that a few duplicate account numbers were issued 
Nevertheless, Woytinsky estimates that during 1937 and 1938, 9,600,000 
persons who usually work in employment not covered by the old age pen- 
sion tax were engaged at least part of the time in covered employments ^ 
This does not include the persons who receive temporary or intermittent 
work entirely within covered employments Probably one fourth of the 
country's labor force in any one year works for more than one employer 
Many of these workers are employed in more than one industry Lack of 
definite information about who these workers are and what is the pattern 
of their employment is a most serious gap in our information about the 
labor market 

The amount of movement from employer to employer and probably from 
place to place is declining Before the war, separation rates of 100 per cent 
were normal. In 1920, separations in manufacturing started to decline By 
1929, the rate was less than half the level of 1920 ® During recent years the 
changes in the total separation rate have been moderate, but the general 
drift has been downward with the rate for 1937 definitely below 1930 
Evidence of changes in the amount of movement from place to place over 
time is scanty There are several types of geographical movement and they 
may not be changing in the same direction However, the estimates of the 
Department of Agriculture show a decline in the farm-city movement from 
10 8 millions in the five years ending m 1928 to 5 6 millions in the five 
years ending in 1938, and in the city-farm movement from 7 7 millions in 
the first period to 3 9 millions in the second ® 

Not only is the amount of movement declining, but its character has 
changed during the last ten years from predominantly voluntary to pre- 
dominantly involuntary This change does not go back beyond 1929, and 
it remains to be seen whether it is the result of temporary conditions Until 
1929, the turnover reports of the Metropolitan Life Insurance Company 
showed that over 70 per cent of the separations were resignations Layoffs 
constituted about 15 per cent, and discharges about 13 per cent. In 1936, 

*W S Woytinsky, Seasonal Variations in Employment in the United States, p 95 
•At the end of 1939, 47,500,000 account numbers had been issued The number of per- 
sons whose usual employment is in the covered industries was about 27,500,000 at the end 
of 1938, and about 28,500,000 at the end of 1939 

’W S Woytinsky, Fluctuations in Employment Covered by the Federal Old-Age In- 
surance Program, p 75 

• Monthly Labor Review, July, 1929, pp 64-65 
These are movements of persons, not necessarily workers, but the movement of workers 
may be expected to be roughly proportionate to the movement of persons 
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6l 2 per cent of the separations were layoffs, in 1937, 67 3 per cent, in 
1938, 82 2 per cent In 1937, scarcely one out of four of the quits was a 
resignation, and in 1938, scarcely one out of seven Layoff rates today 
appear to be higher than before the war or before the depression The rea- 
son in the main is the drop in the resignation rate which prevents employers 
from letting resignations produce adjustments in the size of the force 
In some respects movement is easier today than ever before The automo- 
bile and the greatly improved public employment offices facilitate movement 
both between employers and places On balance, however, the obstacles to 
movement seem to be increasing The greatest change in recent years has 
been the spread of union rules governing layoffs and to a less extent hiring 
Equal-division-of-work rules discourage involuntary movement because they 
limit layoffs But equal-division-of-work rules also reduce the number of 
hirings and this discourages resignations Seniority rules discourage resig- 
nations because new employees in a plant must start at the bottom of the 
seniority list Furthermore, when the seniority rule provides, as it often 
does, that workers with seniority status shall be given preference m hiring, 
it discourages the movement of workers who have been laid off The de- 
pression has greatly stimulated the interest of workers in protecting them- 
selves against layoffs Among several hundred union agreements negotiated 
between 1923 and 1929 only about one out of three contained regulations 
of layoffs Among another group of several hundred agreements negotiated 
since 1933, two out of three regulated layoffs 

When a seniority rule provides that the workers laid off shall be rehired, 
if qualified, before other persons are engaged, it has the effect of convert- 
ing permanent layoffs into temporary ones Whenever a union imposes 
an equal-division-of-work rule it is necessary to define clearly the persons 
who are entitled to share in the work This brings about a sharp distinction 
between temporary and permanent workers A seniority rule has the same 
effect because temporary workers are usually denied seniority status, espe- 
cially with respect to rehiring Sometimes a closed shop sharpens the dis- 

Deaths and retirements (the latter not always entirely voluntary) are included in 
resignations The resignation rates in manufacturing are today only one fifth to one tenth 
of the prewar resignation rates 

The experience of union officials confirms these statistics An international officer in 
one of the paper unions says ’’When we first began to sign agreements with paper manu- 
facturers, seniority was not much of an issue However, since the depression, this question 
of seniority seems to loom larger in the workers’ minds than anything else It is very diffi- 
cult to write a satisfactory seniority clause in a trade agreement As a matter of fact, if 
employers would agiee to let us write our own seniority clause, I do not believe the union 
could write a clause that would be satisfactory to all our members ” 

A high official for many years in one of the unions of the glass industry says "I have 
been in the glass industry for over a generation and never once had to work under the 
seniority rule That came into the trade union movement after I had given up active work 
in the glass factory When getting around the country I find that this is the paramount 
question in local meetings It seems to overshadow all other questions before the group ” 

Such a rule may attach a large number of persons to a plant in hope of sometime 
being rehired 
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tinction between regular and temporary employees because the union may 
not require that temporary employees be members The general tendency of 
trade agreements, therefore, seems to be ( 1 ) to reduce the proportion of 
permanent layoffs, (2) to reduce the amount of work done by temporary 
workers, and (3) to sharpen the distinction between regular and temporary 
workers It is not clear, at this stage of development, that union layoff and 
hiring policies cause an excessive number of men to be attached to union 
plants or industries Probably they do 

II 

It is against this general setting that we must appraise the effect of the 
social security program upon the mobility of labor We must consider sep- 
arately the effects of (1) pensions, (2) unemployment compensation, and 
(3) relief. 

1 The pension plan will tend to encourage mobility In the first place, it 
will lead to retirements at an earlier age and the vacancies thus created 
stimulate movement In the second place, it will permit employees to 
move from one employer to another without losing pension rights Prac- 
tically all of the private pension plans which sprouted so luxuriantly during 
the twenties and in the early part of the depression were carefully designed 
to discourage movement The man who left lost all of the employer’s con- 
tribution and in some instances his own Private pension plans will continue 
to supplement the public pension plans for some years to come and they 
will tend to discourage movement Their effect, however, will be limited by 
the public pension plan 

2 The brief experience with state unemployment compensation schemes 
indicates that their effect upon mobility will be small Experience rating will 
cause the conversion of some intermittent or casual employment into reg- 
ular employment This will reduce the amount of movement but not the 
willingness to move Some of the unemployment compensation acts give 
employers an incentive to spread work rather than to make layoffs This 
will reduce involuntary movement and indirectly voluntary movement 
There are two principal reasons for concluding that unemployment com- 
pensation will have little effect upon mobility One is that most of the men 
who qualify for benefits are in the stable rather than the mobile group of 
employees. The provisions concerning qualifications vary Of the states 
specifying definite minimum earnings during a specified base period 
(usually the preceding year), only seven put it below $200,^® and of the 

” In a majority of cases this movement is a forced rather than a voluntary one The 
employer feels able to retire men earlier because the men are provided for by pensions 
This, indeed, has always been one of the principal arguments used by insurance companies 
in selling pension plans to employers 

^*This will not be true, however, if the layoff of workers who have not qualified for 
benefits is not counted in measuring experience 

“Rhode Island, $100, Delaware, $125, South Dakota, $126, North Carolina, $130, 
Idaho, $140, and Maine, $144. 
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states requiring earnings of a given multiple of weekly benefits only four- 
teen require earnings of less than twenty-four weeks' benefits A large part 
of the people who constitute the mobile part of the working force will not 
qualify for many weeks' benefits Sample studies of the people who are 
receiving unemployment benefits indicate that they do not ordinarily suffer 
long periods of unemployment and that few of them have ever been on 
relief Many of them have only been temporarily laid off, they have not lost 
their check numbers, and they have not lost their jobs They do not expect 
to move and they would not move even if they did not receive unemploy- 
ment benefits, because although they may not have work, they still have 
jobs It is this fact rather than the receipt or nonreceipt of unemployment 
benefits which determines their willingness to move As indicated above, 
union policy is increasing the number of persons in this class because unions 
endeavor to replace permanent layoffs with temporary ones and to give 
people who have been laid off a right to re-employment before outsiders are 
engaged 

Another reason why unemployment benefits are not likely to have great 
effect upon mobility is that they are paid for only a few weeks — fifteen or 
sixteen in most states Even if they were paid for twenty-six weeks, the 
effect on mobility would be small With the end of his benefits never far 

^“Pennsylvania, thirteen, Arizona, fourteen, Iowa, fifteen, and Alabama, Arkansas, 
Georgia, Kansas, Louisiana, Mississippi, Missouri, Nevada, New Jersey, Oklahoma, Vir- 
ginia, sixteen 

Three jurisdictions require a specified number of weeks of employment Wisconsin, over 
four, District of Columbia, thirteen out of the fifty-two ending with the last week of 
employment, and Ohio, twenty in the base year 

Unfortunately there are no figures available on the number of persons laid off who 
lack sufficient employment or earnings to qualify for benefits Indeed, the total number of 
layoffs in covered employments is not known because there are many layoffs for which 
claims are not presented In manufacturing, the layoff rate during the first ten months of 
1939 was running at the annual rate of 26 45 per hundred employees, a rate probably 20 
per cent higher than in nonmanufacturing industries If Massachusetts experience is repre- 
sentative, there were about 6 5 million (permanent) layoffs m covered employment during 
1939 Temporary layoffs are not included in the turnover figures and are more difficult to 
estimate The unemployment census of April, 1930, found one temporary layoff to every 3 2 
permanent layoffs This ratio may not be typical as the proportion is likely to vary with con- 
ditions in the labor market and even with the season of the year I suspect that in April, 
1930, the proportion of permanent layoffs was unusually high If we assume, however, that 
the ratio 1 to 3 2 is fairly typical, the total number of layoffs, both temporary and permanent, 
in covered industries in 1939 was approximately 8 5 millions Returns for three quar- 
ters of 1939 indicate that the number of layoffs in which unemployment compensation was 
paid would be about 5 7 millions for the entire year Apparently, there were about 2 8 
million layoffs in covered industries in which no unemployment benefits were paid In 
some of these cases the workers had sufficient wage or employment credits, but failed to 
draw benefits because they obtained employment before the expiration of the waiting 
period In other cases the workers failed to obtain benefits because they lacked sufficient 
wage or employment credits It is unfortunate that we do not know the number of em- 
ployees who fall in each of these two classes All that we know is that there was a number 
of claims disallowed because of insufficient wage credits During the first three quarters 
of 1939, about 10 per cent of the claims from workers who had wage credits in covered 
employment was disallowed because of msufficient wage credits In the first quarter the 
percentage was 12 2, in the second, 8 7, m the third, 9 4 

“ In Great Britain, for example, where a twenty-six weeks’ benefit is paid, it is the 
relief program rather than unemployment insurance which affects mobility M B Gilson, 
Unemployment Insurance tn Great Britain, p 204 
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away, a worker is not likely to neglect hunting for employment It is sig- 
nificant that in England only about one out of four vacancies is filled by 
the public employment offices, most of the men get their own jobs Un- 
doubtedly, unemployment benefits will cause the unemployed worker to be 
more particular about the job he accepts and thus may extend somewhat the 
average period of unemployment Unemployment benefits may discourage 
long-distance movement of workers in search of work It is not likely, how- 
ever, to discourage the kind of search which a man can now make in his 
car without failing to report at his local public employment office once a 
week Furthermore, it should be observed that in the past there has been 
much aimless wandering by the unemployed and that this should be dis- 
couraged The transfer of men over great distances should be made by the 
public employment offices in response to requisitions which cannot be filled 
in the local market 

3 The main impact of the social security program upon the mobility of 
labor will occur in connection with relief Persons on relief seem to be 
more mobile than persons not on relief This does not mean that relief 
usually encourages mobility Indeed, it probably does the opposite, but re- 
lief IS most likely to affect the workers who do not belong to the regular 
working force and who do the most moving — not because of preference 
but because of necessity Up to the moment, the effect of relief upon the 
mobility of labor has not been tested It can be tested only by a substantial 
increase in the number of jobs The effect may be expected to vary with the 
type of labor Among the 53,000,000 or 54,000,000 persons who constitute 
the would-be gainfully employed, there are great variations in employ- 
ability Perhaps 10 or 15 per cent have a very high degree of employability 
and another 10 to 15 per cent a very low degree of employability Among 
the 5,000,000 persons of low employability, the effect of relief upon mobil- 
ity will undoubtedly be great Payments of $50 a month for twelve months 
in the year would give probably most of these persons more than they 
would earn in industry 

The public offices have been endeavoimg for some years to increase the proportion of 
vacancies which they fill and with moderate success In 1926, the proportion filled by the 
public employment offices was about 18 per cent In 1932, it was 21 2 per cent, in 1933, 
26 6 per cent, in 1934, 24 8 per cent, and in 1935, 26 9 per cent Cornelia M Anderson, 
"British Employment Exchanges," Harvard Bustness Revteti', XVI, 96 

*®Even in bad years, there is a considerable amount of hiring In both 1931 and 1932, 
for example, the number of hirings by manufacturing establishments included in the sample 
of the Bureau of Labor Statistics, was over three fourths as large as the number of separa- 
tions In 1931, the monthly accession rate was 3 05 per 100 employees on the pay roll, 
and the separation rate, 4 03, in 1932, the monthly accession rate was 3 32 per 100 em- 
ployees, and the separation rate, 4 33 

"The Michigan study of 149,379 workers showed that 13,621, or 10 9 per cent, of 
131,532 not on relief made a geographical move during the period under study and that 
4,226, or 17 2 per cent, of the 24,589 workers on relief made a move {Monthly Labor 
Revtew, January, 1939, XLVIII, 16-24 ) The same conclusion was reached by C E Lively 
and C Taeuber in their study. Rural Msgraiwn tn the Untied States, pp 116-118 

"There are some cases in which relief definitely does encourage momlity, but the kind 
of mobility it fosters is not necessarily desirable Relief is likely to encourage movement in 
the direction of relief opportunity rather than in the direction of employment opportunity 
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Of course, the persons on relief, particularly work relief, do not neces- 
sarily consist of the least efficient 10 per cent of the would-be gainfully 
employed The longer the relief program is in operation, however, the 
more completely its rolls will consist of persons of low employability. Even 
during the worst of the depression the re-employment rate among persons 
with a year or less of unemployment seems to have been about 40 per cent 
among males and even higher among females Each time someone leaves 
relief there is a chance that he will be replaced by a person of low employ- 
ability. No one knows what the chance is At any rate, if separations from 
the relief rolls frequently mean the addition of a person of low employ- 
ability, the relief rolls will more and more consist of persons for whose 
services industry cannot hope to compete with relief In other words, 
precisely the reverse process goes on among the unemployed as goes on in 
industry Just as employers by constantly sifting the employed gradually 
build up a better selected force, so the same process of selection and rejec- 
tions gradually converts the unemployed more and more completely to a 
group of low employability This is how the "hard core" of unemployment 
is created 

Not only will relief compete effectively with industry for the services of 
several million of the least employables, but it will hold many thousands 
of persons in regions where employment opportunities are low, unless op- 
erated to encourage movement The great migrations of human history have 
been a mixture of pushes and pulls The strongest push areas in the United 
States seem to be the Southern Appalachians, the cutover lands, the cotton 
areas of the Southeast, the dust bowl There are, however, many cities 

See forthcoming study by W S Woytinsky on this point 

^ Among the unemployed in Philadelphia, according to the samples collected by the 
Industrial Research Department of the Wharton School and the Works Progress Admin- 
istration, the percentages unemployed for three years or more increased as follows 



Males 

Females 

1931 

2 8 

1 8 

1932 

3 3 

2 2 

1933 

79 

49 

1935 

34 9 

19 6 

1936 

34 4 

27 3 

1937 

37 7 

26 1 

1938 

25 7 

17 5 


A hard core of unemployment is bound to be created m any period of unemployment 
long enough to permit the segregation of the least employables among the unemployed 
When the volume of employment fluctuates at only slightly below the labor supply (in 
other words when unemployment is low) the persons of low employability are not effectively 
segregated 

Congress has attempted to deal with the problem of the hard core of unemployment in so 
far as the WPA is concerned by requiring that persons employed continuously on WPA 
for eighteen months be dropped for at least a month It is not clear that this is a wise 
approach to the problem Possibly the objective of public policy should be, not to keep 
persons of low employability off WPA, but to take care of them there That may be 
precisely the place for them Certainly work relief is not a good device for taking care of 
persons whose employability is high and whose unemployment, therefore, is likely to be 
very short , it is a more appropriate device for taking care of those whose employability is 
so low that they have slight chance of getting work again in private industry 
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which are push areas. Relief may be administered to offset the pushes of 
these unfavorable environments and to cause people to remain where em- 
ployment opportunities are poorest. Or it may be used to create movement 
among those best fitted to move and to encourage the growth of a sub- 
sistence economy among the persons who are not fitted to move 

Will not the tendency of relief to keep persons of low employability out 
of industry and to hold present inhabitants in regions of meager employ- 
ment opportunities be broken by the first pronounced boom in business^ A 
substantial growth of employment would undoubtedly produce an appre- 
ciable reduction of even the long-term unemployed I venture the predic- 
tion, however, that the percentage of the population between the ages of 
sixteen and forty-five actually at work in gainful nonagricultural employ- 
ment may expand above the level of the twenties while leaving half or 
more of the 5,000,000 least employable on relief. The actual result will 
depend partly upon the wage policies of the country The United States, 
however, has enormous reserves of labor not only among the unemployed, 
but also among the nonemployed; that is, women and young people who 
are not working and not seeking work In addition, there are at least 
2,000,000 persons attached to agriculture at a low intensity of employment 
who could easily be drawn into nonagricultural pursuits Industry will draw 
heavily upon the nonemployed and upon agricultural workers before re- 
hiring the least employable among the unemployed 

III 

Who will bear the cost of the social security program and how will the 
program affect the wages, enterprise, and employment^ As the cost for 
some years will be met by the pay roll tax, an inquiry into the incidence 
of the program requires an analysis of the incidence of the pay roll tax 
The effects in the short-run (too short to permit the capital of industry to 
be adjusted to changes in the prospect for profits) must be distinguished 
from the long-run effects 

It is assumed that the price of labor is too sticky to be immediately af- 
fected by a tax on pay rolls In that event the incidence of the tax in the 
short run is dispersed in several directions. Since the marginal costs of 
existing plants in the short run consist of labor and raw materials, an in- 
crease in the price of one causes the demand curve of the other to move to 
the left Hence, part of the pay roll tax in the short run falls on the sup- 
pliers of raw materials The rise in marginal costs produces an advance in 

“This point IS important also in judging the consequences of wage cuts in times of 
depression Even if the demand for labor in the short run is inelastic, wage reductions, by 
moving the demand curve for raw materials to the right, may cause an increase in disburse- 
ments by business enterprises Since raw materials are largely produced by a group (farmers) 
who have even a lower income level than industrial workers, wage reductions may increase 
low-bracket consumer incomes even in those cases where the plant demand for labor is 
inelastic 
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the prices of finished goods so that the cost falls partly on consumers. The 
rise in the price also limits the quantity sold which means that labor bears 
part of the cost in the form of less employment. The rise in labor costs and 
the limitation of the quantity sold means that profits are reduced and that 
capital bears part of the cost 

In the long run the effect of the pension and unemployment compensa- 
tion schemes upon enterprise must be judged by the relationship between 
the benefit disbursements and the collections under the pay roll tax, be- 
cause the noninsurance schemes (such as old age assistance, aid to dependent 
children and the blind) must be financed out of the general budget But 
since the pay roll tax and the relief schemes were made effective by the same 
act of Congress, it is more realistic to appraise the immediate effects of the 
act by considering it as a whole From the beginning of 1937 to the middle 
of 1939, tax collections and benefit payments under the Social Security Act 
were as follows* 


1937 

Collections* 

(millions) 

$1,184 

Pension and 
unemployment 
benefit 
payments 
(millions) 

$ 3 

Other*’ 

payments 

(millions) 

$ 383 

Excess of 
receipts over 
payments 
(millions) 

$ 798 

1938 

1,316 

404 

495 

417 

1939 (first half) 

755 

237 

273 

245 


$3,255 

$644 

$1,151 

$1,460 


* Includes collections under state unemployment insurance schemes of $586 5 million 
** Includes old age assistance, aid to dependent children, aid to the blind 

During 1937 collections exceeded disbursements by 798 million dollars 
Perhaps not more than half of the excess of collections over payments, how- 
ever, fell upon profits and of this perhaps between 300 and 350 million 
dollars fell upon corporate profits This was equivalent to an increase of 
one third of the federal corporate income tax As corporate profits m 1937 
were 3 9 billion dollars, the effect upon profits was moderate. The pay roll 
taxes had no direct relationship to the downturn m the spring of 1937, 
but they were an important factor in preventing profits in 1937 from rising 
above 1936 and so they must have materially restrained the vigor of the 
expansion In 1938, the excess of receipts over expenditures was only 
4l7 million dollars, but the effect on enterprise may have been more serious 
than in 1937 Returns from 167 large companies indicate that profits were 
less than half the level of 1937. Thus they may have been about 1 8 bil- 

This guess may be too low as there was considerable resistance by consumers to higher 
prices On this point see my paper, "Corporate Price Policies as a Factor in the Recent 
Business Recession,” Proceeatngs of the Academy of PoltUcal Science, January, 1939 
** Even in 1937, the best year of the recovery, corporate profits were low — 42 3 per cent 
below 1926, when gross corporate income was virtually the same as in 1937 In fact, only 
two out of five corporations made money in 1937 as against three out of five in 1926 
Perhaps it is true that when profits are very low, the influence of any encroachment upon 
them IS magnified 
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lion dollars. If half of the excess of collections over receipts fell on profits, 
the net income of corporations would have been cut by 10 per cent. Such 
a cut may well have materially affected investment policy and substantially 
accentuated the depression. 

More serious was the effect of social security taxes upon the railroads, 
because the roads cannot even temporarily pass on higher costs in the form 
of higher prices During the year 1937, the net cost of social security to the 
roads was about 76 million dollars and their net profits were 98 millions 
In 1937, therefore, social security cut the profits of the roads by nearly 44 
per cent In 1938, the roads had a deficit of 124 million dollars and the 
net cost of social security to them was 67 millions In this year social secur- 
ity was responsible for 54 per cent of the deficit It is evident that social 
security taxes add greatly to the difficulties of this grievously depressed in- 
dustry. 

IV 

Who will bear the pay roll taxes in the long run^ Three principal the- 
ories have been suggested One is that the tax will produce higher prices 
so that all nonrecipients of benefits, in their capacity of consumers, will 
bear it A second is that the social security program, by producing forced 
saving, will reduce the rate of interest, especially during the next twenty 
years To that extent the cost would fall on owners of capital A third theory 
is that the tax will move the demand curve for labor to the left so that the 
burden will fall on labor. 

What IS the possibility that the tax on pay rolls will produce higher 
prices and thus fall largely upon consumers^ Keynes and others have argued 
that, given proper monetary policies, a rise in marginal costs will raise prices 
rather than reduce output Higher prices presuppose either an expansion of 
demand deposits or a rise in their velocity The demand for demand de- 
posits and the willingness to spend them depends upon the outlook for 
profits and the scale of operations that businessmen plan as a result Until 
an increase in expenditures occurs to raise prices, the advance in marginal 
cost must be regarded as reducing the marginal efficiency of capital and 
causing the demand curve for short-term loans to move to the left Because 
the demand for short-term loans is inelastic, it is not practical to reduce 
their supply price sufficiently to prevent the shift in the demand curve 
from reducing the volume of demand deposits It is even more difficult by 

"The Railway Pension Act of 1937 provided that persons on the pension rolls of the 
railroads should be transferred to the public pension scheme beginning July 1, 1937 As 
a result, the roads were relieved of pension payments to about 54,000 employees who had 
been receiving on the average slightly more than fifty dollars a month TTie saving to the 
roads during the second half of 1937 was slightly more than 16 2 million dollars and dur- 
ing 1938 slightly more than 32 4 millions In estimating the net cost of social security to 
the roads these amounts must be deducted from the 92 4 millions in social security taxes 
paid by the roads in 1937 and the 99 5 millions paid in 1938 
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reducing the supply price of short-term loans to produce an increase in 
demand deposits sufficient to raise expenditures and prices in proportion to 
the rise in costs and thus to restore the marginal efficiency of capital to 
the level prevailing before the increase in costs There is slight prospect, 
therefore, that banking policy will cause the pay roll tax to produce higher 
prices with no restriction on production and with the cost falling in the 
main upon consumers and to some extent upon capitalists If the banking 
system were able to control the supply price of venture capital, this con- 
clusion might have to be altered. 

V 

Will the pay roll taxes increase the amount of saving with the result that 
(1) the amount of capital per worker is increased; (2) the marginal worth 
of labor (and hence the price of labor) is raised; and (3) the return on 
capital IS reduced^ Were these results to follow, the cost of the social secur- 
ity program would fall in the main upon property owners in the form of 
lower interest rates but partly upon consumers in the form of higher 
prices 

At one time it was estimated that a pension reserve fund of over 40 bil- 
lion dollars would be accumulated by 1980 No guesses concerning the size 
of the reserve a few years hence can pretend to be accurate, but changes in 
the estimates of costs and changes in the law itself now indicate that the 
reserve will reach a maximum of roughly 7 billions about 1955 The ac- 
cumulation of such a reserve will increase the volume of investment-seeking 
funds by less than 5 per cent a year During prosperous times the unem- 
ployment insurance schemes will run a surplus The amount will depend 
upon the terms of the laws, which are still in a state of flux Perhaps it will 
be 300 million dollars a year At any rate during the next fifteen years the 
social insurance schemes may increase the volume of investment seeking 
funds by about 8 per cent in good years and perhaps 1 to 2 per cent in bad 
years. At most periods of the business cycle the demand for investment 
funds seems to be inelastic, although the demand for funds for housing at 
times seems to be elastic. If the demand is inelastic, the burden of the social 
security program for the next fifteen years may fall to an appreciable de- 
gree upon capital After that period, the accumulation of the old age reserve 
will cease and the burden on capital from the shift in the supply curve of 
investment funds to the right will be negligible.®^ 

It would fall partly upon consumers because there is a connection between long-term 
and short-term interest rates Hence the forced saving which reduced long-term interest 
rates would produce some increase in short-term funds and some increase in demand 
deposits and prices 

During the next fifteen years the liquidation of the unemployment insurance funds in 
times of depression will not quite offset the accumulation of the old age reserve 
“The liquidation of the unemployment insurance funds during periods of depression 
will provide an outlet for savings and help support the rate of interest at such times The 
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VI 

If the pay roll tax does not produce an increase in incomes and prices, the 
demand curve for labor will shift to the left. At the wage rates prevailing 
before imposition of the pay roll tax, the quantity of labor employed will 
be reduced Unemployment will retard the increase in wage rates as tech- 
nological progress raises the marginal worth of labor It might be supposed 
that the retarding of the increase in wage rates would continue until the 
unemployed displaced by the pay roll tax had all been absorbed This pre- 
supposes, however, that the benefits paid have no effect upon the labor 
supply curve Pensions, even though low, will undoubtedly produce a few 
retirements Likewise, unemployment benefits will slightly raise the reserva- 
tion prices of unemployed workers and make them less willing to accept 
the first job that comes along More important than either unemployment 
compensation or old age pensions upon the reservation prices of labor will 
be relief payments The social security program by producing unemploy- 
ment may cause an expansion of relief payments To the extent that social 
security benefits and relief move the supply curve of labor to the left, they 
counteract the tendency of the pay roll tax to keep down the price of labor 

Even though the social security program (including relief) raises the 
reservation prices of labor, it is not likely to affect materially the number 
of workers available at prevailing wage rates to existing nonagricultural 
enterprises In existing concerns the price of labor seems to be set during 
periods of contraction by the employed rather than the unemployed — by 
the resistance of the employed to cuts rather than the willingness of the 
unemployed to accept less than prevailing rates.^^ If the reservation prices 
created by social security affect the volume of employment, it will be 
through their effect upon wages in new concerns and, therefore, upon the 
number of business births Even in periods of contraction the number of 
business births is close to 200,000 a year for new going concerns. The wage 
rates paid by new concerns in periods of great unemployment appear to be 
substantially below prevailing rates Consequently, the reservation prices 
established by social security may substantially affect wages in new concerns 


increase in consumer incomes made possible by the liquidation of the unemployment funds 
will also improve the general business situation Consequently, during periods of depres- 
sion, property owners will gain but not at the expense of other groups in the community 
•* May not the payment of benefits reduce the’ reservation prices of labor ^ The workers 
in covered industries receive protection which workers in uncovered employments do not 
enjoy Will not workers, therefore, be attracted to the covered industries^ As between the 
covered and the uncovered industries, this is probably true at least to some extent The fact 
remains, however, that reservation prices are to considerable extent determined by the 
amount of resources upon which unemployed workers may draw Pensions and the unem- 
ployment compensation may reduce slightly the reservation prices of workers with respect 
to employment in the covered industries, but all payments in compensation of unemploy- 
ment tend to raise the reservation prices of workers as a whole 
** In periods of expansion the effect of the unemployed upon wages in old concerns is 
probably greater than in periods of contraction 
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and thereby reduce the business birth rate.®® If so, social security legislation 
(and wage-hour legislation as well) may affect the resiliency of our econ- 
omy — its capacity to spring back after a shrinkage in employment. This, 
however, is still an unexplored field Little is known about the determinants 
of the birth rate of new enterprises. Until exploration has occurred, we 
remain very much in the field of conjecture and we must not be surprised 
if the unintended consequences of public policies are more important than 
the intended ones 


VII 

Thus far we have discussed the incidence of a pay roll tax on the assump- 
tion that the price of labor is set by supply and demand. To an increasing 
extent, however, the price of labor is an administered one, fixed by bar- 
gaining between trade unions and employers To explain the effect of social 
security in such a world, one must consider how it will affect the bargaining 
power of unions and employers Bargaining power may be defined as the 
cost to A of imposing a loss upon B Part of the cost to union members of 
raising wages beyond a given rate is unemployment To the extent that un- 
employment is compensated by insurance or relief, unions will be willing 
to endure larger amounts of it in order to raise the wages of their mem- 
bers Trade union wage policy has been influenced by the fear of nonunion 
competition To the extent that social security and relief diminish the birth 
rate of new concerns they will limit the influence of nonunion competition 
upon union wage policy Hence we may conclude that in a world of ad- 
ministered prices of labor, social security will tend both to raise the wages 
of the employed and to increase the number of the unemployed 

Will the increase in the bargaining power of labor be harmful to enter- 
prise^ Possibly, but not necessarily. The greater pressure on employers to 
raise the price of labor will (1) accelerate technological discovery, but (2) 
reduce the proportion of new ideas which are considered worth exploiting 
It IS sometimes said that wage increases will not increase the use of labor- 
saving inventions because (unless labor costs are less important in the cap- 
ital goods industries than in other industries) the price of capital goods will 
be raised in the same proportion as wages.®^ But the expectation of wage 
increases will produce lalxirsaving inventions as a method of embodying 
today's labor costs into tomorrow’s production costs Likewise, the expecta- 
tion that higher wages will raise the prices of capital goods will stimulate 
the making of capital-saving inventions The proportion of laborsaving and 

* However, the effect of the social security program upon the wages paid by new enter- 
prises will be substantially less in most industries than the minima established under the 
W^e-Hour Act 

^See H G Hayes, 'The Rate of Wages and the Use of Machinery,'* American Economic 
Review, XIII, 461-465, and P H Douglas, "The Effect of Wage Increases Upon Employ- 
ment," Proceedings of the American Economic Association, 1939, pp 138-157 



58 


Ameman Economic Assoctatwn 


capital-saving inventions may not be changed, but the rise in the bargaining 
power of unions will increase the marginal efficiency of expenditures on 
discovery and thus will raise proportion of the community’s resources de- 
voted to discovery. 

Although the rate of discovery will be raised, it is not certain that the 
volume of investment will expand The volume of investment depends upon 
the prospects for profits over the long period If employers expect wages to 
be promptly bargained upward whenever profits appear, their estimates of 
the marginal return on capital will be lowered and the proportion of the 
new discoveries which seem worth developing will be reduced It is impos- 
sible to determine whether the net effect of a faster rate of discovery and a 
more selective exploitation of discoveries will be a larger or smaller volume 
of investment 

This analysis must be qualified by the observation that collective bargain- 
ing IS still in a very rudimentary stage and that the policies of unions are 
likely to be influenced more by experience with collective bargaining than 
by the effect of the social security program upon their bargaining power 
For example, experience in selling labor is likely to alter the tendency of 
unions to underestimate the elasticity of the demand for labor and to over- 
look the fact that the elasticity over a period of several years is much greater 
than the elasticity at a given moment Nor must the present crude and 
simple wage structures necessarily be regarded as final m a rapidly chang- 
ing world Wage systems may develop which greatly increase the interest 
of the unions in the volume of employment. 

VIII 

The following general conclusions stand out from this analysis 

1 About one fifth of the labor supply is mobile and works for more 
than one employer in the course of the year 

2. Despite the fact that the amount of movement in the labor market 
is considerably less than in prewar times, it is probably excessive It is ex- 
cessive in the main because it is forced and represents organization of work 
to an uneconomical extent upon a casual basis, but partly because much of it 
IS uninformed 

3 Little is known about the 10,000,000 or more persons who supply 
the demand for temporary workers Many of them undoubtedly have a 
principal occupation which dovetails with temporary employment outside 
of it Some of them are seeking only part-time employment either for a 
few months of the year or part-time throughout the year. Some are young 
workers who have not succeeded in obtaining the status of regular em- 
ployees. Until more complete and definite information concerning the sup- 
pliers of temporary labor becomes available, we shall be in the dark in de- 
ciding many important questions of policy 
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4. The excessive amount of intermittent employment creates a strong 
prima facie case in favor of experience rating This does not mean that 
specific experience rating provisions in existing legislation are well con- 
ceived 

5. The old age provisions of the Social Security Act tend to break down 
barriers to movement — a desirable result To some extent their effect will 
be counteracted by the old age assistance plans which are based upon resi- 
dence requirements that should be altered. 

6 Definite information is lacking on how many and what kinds of peo- 
ple fail to qualify for unemployment benefits because their earnings or 
employment is insufiicient 

7 Unemployment insurance is not likely to affect the mobility of most 
of the covered workers because the great majority who qualify for benefits 
have attachments to particular employers which discourage them from 
moving and because the duration of benefit payments is short To some ex- 
tent, however, unemployment benefits may discourage movement by en- 
couraging workers to remain on the chance that more or less indefinite re- 
employment opportunities may become realities This is likely to be a good 
result in a majority of cases 

8 The present trend is to make eligibility requirements for unemploy- 
ment compensation more strict Perhaps the trend should be reversed as 
the present laws seem to give protection to the workers least in need of it 
and not to reach those workers most in need of protection. The problem of 
more liberal eligibility requirements is complicated by the fact that many 
short-term or intermittent workers are not seeking full-time employment 
Until more is known concerning the persons who fail because of insufficient 
earnings or employment to qualify for unemployment compensation, we 
are not in a position to judge the desirability of changes in eligibility re- 
quirements 

9 Relief is likely to affect the mobility of many thousands of persons 
of low employability However, the effect of relief upon mobility must not 
be exaggerated The rise in hiring standards will probably cause industry 
to draw on the huge labor reserves among the nonemployed and in agricul- 
ture before engaging the persons of low employability on relief Hence, 
an expansion of the proportion of the population at work in nonagricul- 
tural pursuits to substantially higher figures than prevailed in the twenties 
will probably not reduce unemployment (over and above seasonal unem- 
ployment) to below 2,500,000 

10 Social security taxes encroached upon profits to a moderate extent in 
1937 and limited the expansion of business The excess of collections over 
disbursements was less in 1938, but the proportionate reduction in profits 
was greater Although the social security taxes were not an influence of 
first importance in intensifying the depression, the encroachment upon 
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profits must have restricted commitments. In both 1937 and 1938, the 
social security taxes substantially affected the profits of the railroads 

11. It IS unlikely that the incidence of the pay roll tax in the long run 
will be broadly diffused throughout the economy by higher costs which 
will induce larger income flows and thereby higher prices For a period of 
fifteen years interest rates may be moderately affected by the program 
After that time its effect upon interest rates will be negligible In the area 
of competitive wage determination, the pay roll tax will move the demand 
curve for labor to the left. To a small extent the payment of benefits will 
also move the supply curve of labor to the left This will affect new enter- 
prises far more than existing ones It remains to be seen whether or not 
the program will materially affect the birth rate of new enterprises and 
the resiliency of our economy. 

12. The social security program will increase the bargaining power of 
trade unions and tend to reduce the interest of unions in the effect of their 
wage policies upon the volume of employment It will tend to increase 
the rate of discovery but to reduce the proportion of discoveries that are 
worth exploiting Its effect upon the volume of investment, therefore, is 
uncertain Trade union wage policies, however, are likely to be less affected 
by social security than by longer experience of unions with collective bar- 
gaining But since the social security program tends to diminish the concern 
of trade unions with the volume of employment, it creates the need for 
developing wage structures and forms of wage payment which increase the 
interest of unions in employment 



ECONOMIC PROBLEMS IN THE PROVISION OF SECURITY 
AGAINST LIFE HAZARDS OF WORKERS 

By J. Douglas Brown 
Princeton University 

Ever since men have worked for wages, attempts have been made to 
develop some means of obtaining protection against dependency when 
wages cease Workingmen’s funds, friendly societies, trade union benefit 
plans, mutual benefit associations, and individual and group insurance are 
but a few of the devices invented by man to lessen his insecurity in the face 
of the more serious ha2ards of life Social insurance, now a half-century old, 
is but one of many social institutions which have evolved out of long ex- 
perience Adapted to an industrial society, it has, however, grown with 
remarkable rapidity in recent years 

A complete analysis of the economic problems of providing security 
against the life ha 2 ards of workers would necessarily include an extensive 
discussion of various types of relief At a time when our country is putting 
into high gear the largest single social insurance scheme in the world, it 
seems more appropriate, however, to weigh the economic problems of the 
insurance method of attacking insecurity On January 1, a system of old age 
insurance, which has been gaining momentum over five and a half years, 
comes into full operation. 

It may be well at the outset to distinguish between that type of social 
insurance covering the life risks of workers and that covering employment 
or other current risks In the first category fall insurances against dependent 
old age, premature death, and permanent disability, with the associated 
risk of loss of support for dependents In the latter category are the insur- 
ances against loss of employment and temporary illness or disability. An 
important distinction, affecting both legislative policy and administration, 
is that the former type of risks involve the permanent elimination of the 
insured wage earner from the labor market, while the latter involve only 
temporary elimination In both unemployment and health insurance, an 
important element in the program is the provision of adequate means of 
aiding the worker to return to gainful employment 

Under insurances against life risks, the payment of benefits is in most 
cases related to changes in the physical life of the insured such as the at- 
tainment of a predetermined age or the occurrence of death. Permanent 
disability is less easy to determine but remains primarily a physical rather 
than an economic condition. But once approved, benefits under these in- 
surances usually continue for relatively long periods of time. Costs are 
more affected by secular trends in longevity, mortality, and the progress of 
medical science than by cyclical variations in business or by technological 



62 


American Economic Association 


change Obligations and expectancies accrue over relatively long periods of 
time and extend far into the future. For these reasons, it is peculiarly im- 
portant in this type of insurance to plan finances many years ahead 

On account of the reciprocal nature of the risks of premature death on 
the one hand and dependent old age on the other, it has proved advan- 
tageous to cover these two risks in a single insurance system. Insurance 
against permanent disability, including many of the same elements of risk, 
seems a logical addition to the system although introducing many new ad- 
ministrative problems Even with this addition, a combined program of old 
age, survivors’, and invalidity insurance seems relatively manageable under 
a single administration A predominance of routine operations and the need 
for the soundest possible financial and actuarial base suggest the advantages 
of a single, national system of large dimensions With such a large, na- 
tional system, economic problems are bound to arise 

An economic question of fundamental importance in the planning of a 
system of old age and survivors’ insurance is which of three major alterna- 
tives will be chosen as the basic financial policy to be followed This ques- 
tion has been before the American people during the past five years, and 
Congress made a choice some months ago Without doubt, the question will 
be reopened in years to come It is vital, therefore, that economists continue 
to study the problem 

One alternative in financial policy is that the government accumulate, 
through higher taxes in the earlier stages of the plan, a reserve against the 
time when disbursements reach large dimensions Due to the increasing 
number of persons eligible for benefits and the rising average benefit, old 
age insurance payments are bound to increase, even though the provisions 
of the system are in no way liberalized The arguments for such a financial 
policy include the assumption that thereby greater security for future ben- 
eficiaries IS afforded, better public accounting is established, and the true 
cost of the system is kept more vividly before the public and Congress 
The reserve, in a sense, becomes an endowment fund which affords inter- 
est to supplement the income from current contributions when these be- 
come insufficient 

Those who object to this alternative fear the untoward effects of this 
net inflow on the fiscal policy of government and on the general economy. 
In the dimensions required, this accumulation may cause serious disturbances 
in the normal flow in private channels of income used for consumption and 
a reciprocal disturbance in the flow of funds for investment Likewise there 
is no assurance that the government’s use of the net income of the old age 
insurance system will be wise or that the acaimulation will in any way en- 
hance the government’s capacity to provide the additional appropriations 
necessary as the system matures In some ways, it is the irony of economic 
misunderstanding that the financial policy of the 1935 Act was censured 
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by some on account of a condition which for the time lessened its adverse 
effects on the economic system Under conditions of deficit financing the 
net accumulations under the Act have had much less effect than if the gov- 
ernment's budget had been balanced. In a time of surplus financing under a 
conservative administration, the net accumulations under the large reserve 
policy might have been defended by many of these same critics despite the 
serious economic consequences involved 

A second alternative in financial policy m an old age insurance system 
IS that supported by the **spend-lend" group in Washington today and by 
some industrial executives Under this alternative, the old age security pro- 
gram becomes an active instrument of fiscal policy in stimulating business 
recovery and avoiding the curse of "oversaving " Under this policy, re- 
serves are avoided or cut to the bone Carried to its logical conclusion, the 
policy encompasses the philosophy of the Townsend and general welfare 
groups, that the "senior citizens" of the country should serve as the pipe- 
lines for pouring more governmental funds into the stream of private 
consumption 

Under this second alternative, the essential nature of a social insurance 
system is likely to be ignored The great advantages of long-run equities 
between the insured and the insurer are submerged under a welter of tem- 
porary fiscal expediencies But the advantages of conserving reasonable 
equities in a social insurance system are not only financial in nature but 
include the preservation of the relationship between contribution and ben- 
efit that IS essential to economic and political stability in a capitalistic democ- 
racy The normal rise in old age security disbursements makes this field of 
governmental finance a peculiarly dangerous one for experimentation. It 
IS exceedingly difficult to reduce the level of individual payments to older 
persons after these annuities have become incorporated in the standard of 
living of persons of fixed habits The policy of making old age security 
payments an active instrument of fiscal policy is far more dangerous than 
its counterpart, the large reserve policy It seems to re-echo the words, 
"after us the deluge’" 

The third alternative in financing an old age insurance program appears 
to avoid the dangers of either extreme in policy It is the adjustment of the 
financing of the program to its current internal requirements, affecting the 
current fiscal policy of government to the least extent compatible with 
adequate and sustained protection to the insured population It is assumed 
that the scheme is neither an autonomous, self-contained insurance system 
operated by the government nor a relief program It places government 
neither in the role of a great saver or a great spender Under this policy 
both net incomes and net disbursements at various stages of the program 
are confined to those justified by sound planning of a social insurance sys- 
tem in which the volume of payments is related to continuing equities 
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and not to current fiscal expediency Government appropriations to the 
system under this policy, while justified on grounds of social insurance 
policy, would be so planned and timed as to lessen the disturbance to the 
general fiscal program of government. 

Old age insurance payments are, it is true, essentially a diversion of in- 
come flows in a single plane of time between contributors and beneficiaries 
While mathematically it might be possible to work out a neat balance be- 
tween income and disbursements and to avoid the need of any reserve, the 
plain facts of administration require something of a contingency reserve 
to permit ready adjustment to short-term economic change Since contribu- 
tion rates can be changed but gradually and benefits once determined be- 
come fixed, it seems desirable to have some shock absorber in the financial 
mechanism to carry the system over the humps and valleys of cyclical 
fluctuations as well as the minor discrepancies between estimates and real- 
ized experience It is true that such short-run disparities could be met by 
loans to the system by the government or by emergency appropriations 
from time to time To promote public confidence and to avoid reliance on 
hasty congressional action, it seems best, however, to depend on a modest 
contingency fund to absorb these discrepancies In addition to this func- 
tion, the fund serves as an obvious indicator to Congress and the public of 
the degree to which the financial planning of the system is effective 

No method of financing a continuing social service is foolproof or 
automatic. The best method is that which recognizes both the economic 
and the political elements of a capitalistic democracy and avoids the as- 
sumption of abnormal self-restraint on the one hand or shortsighted irre- 
sponsibility on the other 

In the acceptance of the third alternative in financing its program of old 
age and survivors' insurance, the United States has adopted, in effect, the 
principle that the government should participate in the financing of the 
system by means of appropriations supplementing contributions It is pos- 
sible, in theory, that the future costs of the system be met from current 
contributions alone. More realistically, such dependence seems politically 
impossible and economically unsound The early recognition of the full 
implications of the financial policy now in effect would do much to safe- 
guard the program from undue li^ralization 

In addition to future financial necessity, economic and social implications 
of the system militate in favor of government appropriations to supplement 
contributions. While the present level of pay roll taxes should be increased, 
there are definite limits to the use of this means of obtaining revenue Such 
taxes, when raised unduly, are bound to affect the demand for labor ad- 
versely and to encourage the introduction of laborsaving machinery Car- 
ried to excess, they may retard the development of new enterprise, 
particularly in industries making a larger proportionate use of labor in pro- 
duction. Severe repercussions may occur on account of the differing effects 
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of high pay roll taxes on industries of varying size, location, product, and 
production methods. 

On the other hand, the government is justified in its use of general tax 
funds in subsidizing the old age insurance system since it has adopted the 
policy of providing large '‘unearned” benefits in the early years of the sys- 
tem It is questionable policy to assume that later contributors should absorb 
the cost of these unearned benefits at the expense of rates of contributions 
in excess of those warranted by the benefits offered. Throughout the life of 
the system, the government will be relieved of assistance expenditures of 
considerable dimensions Since these expenditures would have been financed 
from general taxes, it seems that a part of the saving, at least, might appro- 
priately be diverted to the insurance system By this means, the more con- 
structive method of affording old age security is enhanced in effectiveness 
and the temptations of panaceas reduced. 

Interlocked with these economic considerations is the need for govern- 
ment subsidies in a system which involves a pronounced secular rise in costs. 
The great shift in the age balance of our population is not the result of the 
action of any individual or administration but of forces within society itself. 
Only that society, through continuing governmental policy, can deal effec- 
tively with the economic necessities arising out of the shift Through proper 
timing, financial participation by government in the old age insurance sys- 
tem makes possible an adjustment to dynamic change which otherwise 
might be fraught with grave difficulties 

In determining the proper financial policy for an old age insurance sys- 
tem, a question has been raised by some as to the possible impact of the 
program on the rate of capital accumulation in the country Without enter- 
ing upon the controversy which surrounds the general problem of savings 
and investment, it is relevant to estimate the degree to which this form of 
social insurance may prove a complicating factor 

There seems to be no ground for assuming that employee contributions 
under old age insurance will materially reduce the rate of savings of the 
wage-earner group as a whole In the case of a large number of workers 
of lower income, there is little or no saving to be reduced For a middle in- 
come group some reduction may occur But experience under private plans 
for wage-earner security indicates that a very real possibility exists that sav- 
ings may be stimulated by the provision of basic, compulsory protection. In 
the absence of any planned provision for old age or surviving dependents, 
many wage earners able to save appear to consider adequate protection be- 
yond their reach With the provision of a certain but limited scheme of 
benefits, incentive is aroused to build upon this foundation of basic pro- 
tection. Thrift IS a habit which like all habits grows upon the satisfactions 
It affords. The sense of security in a status of life for oneself and one's 
family is a satisfaction of no mean significance in determining economic 
motivation. The number of company pension plans supplementing the pro- 
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tection afforded by the old age insurance program is growing steadily and, 
despite the requirement of employee contributions, such plans seem to be 
meeting with a favorable reception on the part of the wage earners covered 

Employer contributions to the old age insurance system are probably 
shifted in such large measure that the impact on the accumulation of sur- 
pluses by corporations will in all probability be slight However, should 
pay roll taxes rise sufficiently, the incentive to introduce laborsaving machin- 
ery may involve a considerable amount of plowing back of profits into this 
type of equipment In that case, saving and investment will go hand in 
hand, or new channels of investment may be created 

The effect of the net income accruing to the old age insurance fund upon 
the general rate of capital accumulation will, of course, depend upon the 
use made of such income. In a time of deficit financing, the proportion 
going into noncapital expenditures will probably be large despite the ex- 
pansion of public works The repurchase of debt in a time of surplus financ- 
ing would transfer income from wage earners more likely to spend to 
bondholders more likely to save An important argument for avoiding the 
accumulation of a fund beyond that needed as a shock absorber within the 
system is the advantage of preventing such interference with normal eco- 
nomic processes 

Perhaps more important than the impact of a national system of old age 
insurance system upon the general rate of capital accumulation will be its 
impact on the mobility and incentives of our people The character and 
force of these impacts are, however, still largely matters of speculation 
Only after benefits have been paid for a considerable time and become a 
part of the thinking and planning of our people, will the full effects of 
the system be apparent However, bits of evidence are already accumulating 
to lend some weight to tentative premises. 

It is probable that old age benefits under the revised 1939 scale will be 
sufficient to encourage some movement of superannuated beneficiaries from 
high- to low-cost areas of residence Since benefits under the federal insur- 
ance scheme are payable anywhere in the world, it will be a sensible ar- 
rangement for an aged individual or couple to move from city to town or 
country, from North to South, or from America to the country of birth 
The present movement from northern states to Florida and from the Mid- 
west to California may be accentuated as federal benefits, payable for life, 
supplement savings Such a movement would certainly be compatible with 
sound economic distribution of our population Just as the cities draw upon 
the country for youthful population at a time in life when rising productiv- 
ity permits the absorption of the higher costs of urban life, so the country 
will attract back to itself the older persons who, with impaired productivity, 
are enabled through insurance to draw upon the general stream of na- 
tional income. 

In the case of wage earners in their productive years of life, the insur- 
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ance system may likewise encourage mobility To the extent that younger 
workers have been tied to a locality by the need to support aged parents, 
this tie will be lessened Old age insurance benefits of relatively adequate 
amount, assured certainty, and entire respectability, may prove much more 
effective in encouraging the break than small savings or old age assistance. 

Likewise it seems probable that the relative attractiveness of employments 
covered by old age and other social insurances will be sufficient as time 
passes to encourage mobility from uncovered employments While the 
latter employments occur in all types of localities, the exclusion of agricul- 
tural employment from coverage may add materially to turnover of labor 
in rural areas It may well be that agricultural employers may some day 
press for the inclusion of their people under the Social Security Act to 
lessen this handicap in retaining an adequate labor supply 

In industrial employments, the revised plan of old age and survivors’ 
insurance will add to the arractiveness of those industries and firms which 
afford sufficiently stable earnings to assure continuing eligibility for benefits 
and an adequate average wage as a basis of benefit determination At the 
same time, private pension and insurance schemes which require long 
periods of service for eligibility will lose some of their hold To this extent 
employers will be competing more on the basis of the future possibilities of 
earnings and employment afforded their employees and less on the basis 
of expectancies growing out of past service 

Industry, generally, will have more to offer younger employees as the 
insurance plan becomes effective in stimulating the retirement of super- 
annuated personnel Just as a limited number of progressive employers 
have adopted private pension schemes to accelerate the rise of more effec- 
tive personnel through the ranks, so the government plan will increase 
the '‘internal” mobility of more competent workers In this way, the insur- 
ance plan should, indirectly, enhance the incentive of a considerable part 
of the wage-earning group 

Another source of incentive in the old age insurance system is the influ- 
ence which it may have on the stimulation of a desire for security on the 
part of our people Not only is social insurance a means of protection but 
a significant educational force Through continuing participation in the 
plan as contributors and through the experience of seeing benefits paid to 
relatives and friends, an increasing recognition of the costs and values of 
security seems likely to develop Along with many other forces, the insur- 
ance plan may encourage the desire for more security among workers who 
previously by choice or compulsion were forced to accept a month-to-month 
or year-to-year existence This added security may be attained through in- 
creased productivity and earnings or through saving of a larger share of 
income In either case, both incentive and security will be enhanced to the 
advantage of workers, employers, and community alike. 



ECONOMIC PROBLEMS IN THE PROVISION OF SECURITY 
AGAINST EMPLOYMENT HAZARDS 

By Eveline M Burns 
Columbia University 

Reduced to their barest essentials the economic problems in the provision 
of security against employment hazards are of two types those which arise 
from the nature of the benefits or assistance provided and the conditions 
laid down for their receipt, on the one hand, and those which arise from 
the methods of providing the necessary funds, on the other Hitherto in- 
dustrial societies have characteristically met these problems by instituting 
a constellation of autonomous programs, each having its own objective and 
each having a unique type of benefit and conditions of eligibility and its 
own, presumably appropriate, methods of financing Thus the insurance 
type of unemployment benefit is characteristically financed by earmarked 
pay roll taxes and usually (although not normally in this country) by wage 
taxes Direct unemployment relief given on a means test basis has generally 
been associated with a method of financing that relies upon general tax 
sources (which may be 100 per cent local as in this country or 100 per cent 
central as in Great Britain since 1934) In this country work relief pro- 
grams have tended to be associated with federal financing 

In each case the methods of financing and the benefit structure have 
been justified in terms of the major objectives of the program in question 
But when we regard these systems as parts of an articulated whole it is 
evident that this approach to the problem means that either the relative 
importance of a particular form of benefit in the constellation of programs 
depends on the funds available from its specific tax sources, or that the 
extent to which particular methods of financing are employed will auto- 
matically depend on decisions as to the desirability of one type of assistance 
as compared to another Experience suggests that this policy does not always 
lead to the most economically desirable results. 

In Great Britain the motivating force for adoption of unemployment 
insurance was undoubtedly a concern over the unsuitability of the poor law 
type of assistance for the normally employable worker The financial meth- 
ods were a means of securing the adoption of a new type of assistance which 
admittedly involved certain economic risks During the twenties the in- 
creasing volume of unemployment forced extensions in the insurance 
system which fundamentally modified its character. From a limited system 
carrying a relatively small governmental subsidy, it became by 1931 a sys- 
tem providing for 87 per cent of the unemployed and financed to the ex- 
tent of almost 50 per cent by central government subsidies Thus extended 
it became impossible to argue that this type of benefit was being paid only 
to workers for whom flat rates of benefit, unrelated to wages and paid re- 
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gardless of need and without any requirement to undertake training or 
transfer, were appropriate The important point to note is that this change 
in the insurance system took place precisely because the original internally 
consistent and necessarily limited insurance system failed, on the one hand, 
to provide for as wide a use of the insurance system as was consistent with 
popular views regarding the desirability of this type of benefit as compared 
to others, while, on the other hand, the limitation of central government 
responsibility to aid through a relatively insignificant insurance system left 
the localities with an unemployment relief burden which their fiscal re- 
sources could not carry. 

The incorrectness of the assumption that the relative part to be played 
in the total program by a particular type of assistance could satisfactorily 
be determined by the yield of specific taxes is still apparent, despite the 
reorganization of the British insurance system after 1934 In 1936 the 
Statutory Committee, which is responsible for seeing that the funds are 
adequate but no more than adequate to meet benefit liabilities, decided to 
refrain from using a surplus to increase the duration of insurance benefits, 
much as its members would have liked to see this type of benefit more 
widely used. They refrained, because an extension of insurance involved a 
reduction in the numbers receiving assistance and since the latter was 
financed 100 per cent by general taxes, whereas insurance was financed only 
to the extent of one third from this source, they were unwilling to take 
a step which in fact implied increasing the relative share of the total costs 
of aid to the unemployed which would be carried by wage and pay roll tax- 
payers 

In this country we have also instituted a system formally analogous to 
unemployment insurance But here the impetus seems to have come from 
the opposite direction. Emphasis has been placed upon the system as a 
method of financing rather than as a system of benefit payments Unem- 
ployment compensation has been promoted either as a technique for utiliz- 
ing incentive taxes or as a device for minimizing the painful process of tax 
collection by accumulating funds in periods of prosperity for disbursement 
during depression The benefit system is a by-product of this mechanism — 
to be determined by reference to the size of the available funds 

I believe that such a system is essentially unstable Already there are signs 
that such support as was given by business to the variable pay roll tax arose 
out of a recognition of its potentialities as a device for securing tax reduc- 
tions rather than as stimulus to stabilization of employment And the very 
fact that benefits were so sharply restricted in the interests of a solvent fund 
is now being used as an argument in favor of decumulating reserves. For 
it can now plausibly be argued that benefits with an average duration of 
ten or eleven weeks and paying at most 50 per cent of wages could not 
have been intended to provide against cyclical unemployment and the case 
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for accumulating reserves against bad times is to some extent weakened. If 
this pressure continues, together with the theory that benefits are to be ad- 
justed to what can be financed from these ever diminishing pay roll taxes, 
the type of benefit which we call unemployment compensation may come 
to play a minute role in the total unemployment program Certainly its role 
will diflFer from that which would be assigned to it if the problem were 
approached by asking what would be the appropriate place of this type of 
assistance as compared with available alternatives. 

I have spoken so far only of unemployment insurance, but one could 
equally well ask whether the prevalence of work relief in this country is 
due to a reasoned preference for this type of assistance as compared with 
others, or whether it is due to the fact that it is the only route by which 
federal financial assistance can be secured for unemployment relief 

In the financial realm the consequences of attacking the problem solely 
in terms of the inner requirements of independent programs are equally 
unfortunate. In Great Britain today workers and employers are obligated, 
until 1971, to pay taxes to liquidate a debt incurred by the insurance system 
in 1921-31 when it was, in fact, carrying the major unemployment load 
It IS difficult to find any economic or social justification for this temporal 
distribution of costs. The only explanation can be the desire to implement 
the theory that the benefit system prevailing in 1921-31 was an insurance 
system which ultimately, 1 e , by 1971, could be called solvent 

Again, Germany, Great Britain, and this country have tried to solve the 
problem of allocating financial responsibility as between governmental units 
by the principle of exclusive financial responsibility Assistance given sub- 
ject to passage of a means test and usually involving direct relief in kind 
or in cash, has been held to be a financial responsibility of localities But 
considerations relating to the nature of the assistance given have served to 
limit the relative importance of the programs held to be appropriately, and 
often exclusively, financed by the central government (eg, insurance or 
emergency work programs) The result has been to throw upon the fiscally 
limited local authorities an increasingly large residual, which has distorted 
local finances and frequently led to the curtailing of essential, locally pro- 
vided social services 

If we abandon this attempt to create a series of autonomous unemploy- 
ment measures m which particular types of benefit or assistance are asso- 
ciated each with its own particular methods of financing, it becomes pos- 
sible to discuss the basic economic problems more intelligently We can 
then inquire, firstly, what types of provision would seem to be appropriate 
for different types of unemployed persons and, secondly, what would seem 
to be the economically and socially desirable methods of financing a total 
program of a given magnitude and probable temporal distribution. 

But as soon as the problems are posed in these terms we realize how 
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inadequate is the data on which we have to base policy, and for this I can- 
not but feel that we as economists have been largely to blame For we have 
tended to assume that this field is one that could safely be left to admin- 
istrators and social workers, and have been relatively indifferent to the 
economic implications of the specific programs now in operation. 

A major decision in public policy concerns the type of assistance to be 
provided The economic impact of the different measures has two aspects* 
the volume and timing of the expenditures resulting from adoption of 
given programs and the effect of each upon mobility and enterprise. It is 
evident that a policy of supporting unemployed workers by the offer of 
employment at standard rates of pay, hours, and working conditions will 
involve a larger volume of government spending than one which provides 
the bare essentials of living only to those of the unemployed who are 
destitute Determination of the relative parts to be played by each of these 
programs by reference to economic criteria in this sense calls for knowledge 
of the kind of economy in which these measures are to operate If for ex- 
ample there was a consensus among economists that, in Professor Hansen’s 
words, "the problem of our generation is, above all, the problem of inade- 
quate private investment outlets," a work program on a non-relief basis 
might perform a desirable economic function as a method of providing a 
volume of investment adequate to secure full employment But the extent 
of such a program and the criteria for determining when it should taper 
off would then be based on considerations relevant to such a broad function 
and might differ markedly from a works program conceived of solely as a 
measure for providing bare maintenance to needy unemployed 

On the other hand, if it could be shown that the problem was not one 
of a secular decline in investment opportunities but of cyclical maladjust- 
ments which might be remedied by a rapid and temporary expansion of 
government spending, the choice between a large public works program 
and more generous cash payments to the unemployed would be made by 
reference to different criteria, among which the speed at which payments 
could be effected would be a major item 

Until economists can reach more unanimity on the nature and causes of 
contemporary unemployment, it is, I suggest, unfair to criticize our present 
combined public works and work relief policies for the fact that they appear 
to operate now on one assumption and now on another. 

I will admit that I am asking much of economists and my major com- 
plaint IS not so much that they speak with so little unanimity on this subject, 
as that they have almost entirely neglected to do any positive work on the 
other side of the problems; namely, the effect of different measures on 
enterprise, mobility, and the flexibility of the economic order. By and large, 
they have concerned themselves with generalizations, they discuss whether 
the guarantee of a minimum income is likely in general and in the long 
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run to increase rigidities and to weaken initiative. Leaving aside the 
question of the meaning of rigidity, which in itself calls for more careful 
definition, I would be inclined to hold that we do not need Rueflian or less 
objectionable statistical or analytical demonstrations to prove that the intro- 
duction of a minimum guarantee into an individualistic society will make 
workers less willing to accept any type of employment at any wages, and 
in that sense will reduce flexibility My quarrel with the economists is that 
they are inclined to stop at that point. They do not proceed to ask whether 
we are in a position to say that in a society exhibiting other rigidities, the 
introduction of a similar element into the labor market is necessarily eco- 
nomically and socially unwise Is there any validity in the theory of the 
downward spiral of which so much was heard in 1933^ Are there some 
segments of the labor market where increased rigidity would be less harm- 
ful than in others.^ But even if we could assert with finality that new rigid 
elements have been in principle introduced into our economic order, it 
would seem to be more realistic on the part of economists to accept as 
given data the fact that some minimum guarantees are likely to be a 
feature of contemporary society and to commence and not finish their 
analysis at that point Such an approach would involve a twofold line of 
investigation 

In the first place it would involve much closer attention to the types of 
benefits provided by the different programs and to an even more neglected 
field, the conditions of eligibility for each. The programs are far from 
uniform. Moreover, one which might adversely affect enterprise and mo- 
bility if widely extended might have positively advantageous results if 
confined to a selected group Thus even an apparently standardized in- 
stitution like unemployment insurance exhibits variations which affect 
mobility and enterprise in differing ways Benefits roughly equivalent to 
the maintenance level and carrying dependents’ benefits may have one type 
of effect, those equivalent to 50 per cent of a man’s full-time earnings will 
have another What are we to say about the effect on mobility and enter- 
prise of the type of weekly benefit which is becoming increasingly common 
in this country and which is calculated as a fraction of a man’s total quarterly 
or annual earnmgs.^ Can we indeed say anything significant on these points 
without more analysis of the actual payments resulting from these formulae 
and their specific relation to the previous incomes and employment status 
of the recipients^ Can we say, if our present 50 per cent formulae result 
in average payments so low as to call for a substantial amount of sup- 
plementation from public assistance, whether the economically sound ad- 
justment would be by increasing the percentage or by providing dependents 
allowances, on the one hand, or by changed eligibility requirements which 
would limit this type of benefit to persons for whom a 50 per cent 
formula would mean a significant sum, on the other.^ There is a general 
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tendenqr to assume that work relief is **less degrading’* and less destruc- 
tive of economic incentive than direct relief. But we cannot say whether 
this difference lies in the fact that a worker is required to make some return 
for his assistance or that he receives a larger money sum than he would get 
on relief Do those who criticize the program know whether its alleged 
weaknesses lie in the methods of remuneration adopted, in the types of 
employment offered, in the principles by which the number of days worked 
are determined, or finally in the eligibility criteria by reference to which 
recipients of this type of assistance are selected^ 

Economists have been, as I have already said, peculiarly neglectful of the 
economic implications of the conditions governing eligibility for the dif- 
ferent types of assistance. This is the more strange since the major purpose 
of these has been to limit the economic risk involved in making payments 
of various kinds by carefully defining the groups who may participate in 
each Yet because of a lack of data as to the nature of the labor market the 
framers of these conditions have been compelled to work m the dark It 
is generally assumed, for example, that the payment of insurance benefits 
which require no test of need should be confined if possible to persons 
who are normally attached to the labor market Yet what does that phrase 
mean^ To judge from current legislation it may mean a worker who has 
worked not less than a given number of weeks in the preceding one year, 
or two years, it may mean one who has earned a given sum of money over 
some period such as a year or a quarter In England it might mean a person 
who had worked at least one day in thirty separate weeks in the two years 
preceding his benefit claim Clearly the economic implications of these 
criteria are very different because of the differing patterns of employment 
of individuals 

The worker who for example has earned a given minimum sum in a 
preceding specified period may be one who normally intends to work full 
time but has been unable to secure full employment, or he may be one who 
has worked and intended to work only one or two days a week Minimum 
earnings as a criterion of eligibility admits the highly paid seasonal worker 
to full benefit rights, and may yet exclude a more or less regularly employed 
worker whose full-time earnings are very low I can put the matter another 
way by saying that a policy of compensating workers for weeks and espe- 
cially days or half-days of nonemployment has different economic effects 
according to whether the worker is one who normally attempts to secure 
SIX days work for fifty-two weeks and depends upon what he earns, or 
one who works in a seasonal trade where slack periods in part of the year 
may or may not be compensated by high wage rates when in employment, 
or one who regularly works and intends to work only for a brief season in 
the year or for one or two days a week and is therefore presumably not 
wholly dependent on his annual earnings, or finally one whose employment 
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either voluntarily or involuntarily is casual or irregular and who is at all 
times partly dependent on public or private organized relief. To apply 
uniform policies which assume that a day of nonworking has the same 
significance for all these types of cases is bound to create anomalies and 
economic difficulties Yet at the present time legislators cannot frame their 
eligibility rules in any certainty of the order of magnitude of the groups 
included or excluded, or of the resulting financial and economic conse- 
quences of their actions, because they possess but limited knowledge of the 
anatomy of the labor market 

There is yet another aspect of the conditions attached to the receipt of 
assistance which calls for greater factual investigation The requirement 
to undergo a test of need or means test is a very general eligibility condi- 
tion, being absent only in the social insurances and in certain types of 
emergency public works The history of unemployment measures in Great 
Britain, in Germany, and to a lesser extent in this country suggests that 
the general unpopularity of this condition has been a potent stimulus to 
the evolution of social insurance and other programs where it is not insisted 
upon or applied only in modified form Framers of social policy need 
guidance as to the economic implications of enforcing this requirement 

It IS obvious that one economic function of the means test is to ensure 
that public funds conceived to be limited should be used first of all for 
those whose need is greatest Already, however, there are economists who 
challenge the concept of limited public funds If they are correct in their 
views of the ameliorative economic values of public spending in depres- 
sion periods, the case for the means test as a check on expenditures falls 

But the needs test is also defended as a method of implementing the 
individualistic basis of our society It is often asserted that the spirit of 
independence and initiative would be eroded unless state policy imple- 
ments the view that the individual is in principle responsible for his 
own welfare In the realm of unemployment relief this policy has taken 
the form of a refusal to provide governmental assistance until it can be 
shown that the resources of the family are inadequate Yet analysis of 
data collected by the Unemployment Assistance Board in Great Britain 
suggests that enterprise and initiative may be just as adversely affected 
by the operation of the generally applied household means test Analysis 
of the resources possessed by households of applicants in two recent years 
showed that over 70 per cent of these resources were attributable to earn- 
ings, and of this total, 50 per cent in 1935 and 64 per cent in 1937 were 
earned by sons and daughters Since another 26 per cent of reported re- 
sources took the form of income from other social insurances and was 
therefore not liable to assessment, the enforcement of family responsibility 
meant in fact that the major share of the burden of maintaining the un- 
employment assistance claimants was thrown upon those who would norm- 
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ally be expected to be founding their own families When it is recalled 
that the unemployed thus supported are by definition the older age group 
and the long-period unemployed whose chances of reabsorption are least, 
the effect upon the initiative and enterprise of younger workers who see 
all additional earnings mortgaged to support a permanent burden cannot 
but be adverse If we could secure and analyze similar data for this country 
on the incidence of the test of needs and the composition of family in- 
comes we should be in a much better position to answer the question, 
what part should be played by a test of need in a comprehensive un- 
employment relief program — policy would be based on economic realities 
not on vague generalizations 

Acceptance of the fact that contemporary societies must provide some 
minimum guarantee if only to preserve some shreds of social and political 
stability might lead economists, in the second place, to explore the possi- 
bilities of offsetting the harmful effects on mobility and enterprise by com- 
pensatory governmental action Whether we think in terms of govern- 
mental promotion of mobility in the form of training or assisted transfer- 
ence schemes, or of more positive coercive measures such as the denial of 
benefits or assistance to individuals who refuse to shift, it is clear that at 
the present time we as economists have little to offer in the way of guidance 
If a training program is envisaged, can we suggest the types and degrees 
of skill which should be made available^ We have recently heard much 
of bottlenecks, but at the moment they seem to belong in the attic with 
Dr Clapham’s famous empty economic boxes Is it any wonder that in the 
absence of guidance from economists the British Ministry of Labour has 
limited the places available on its training program to the chances of 
immediate placement on conclusion of the course, a policy which results in 
a progressive reduction of training facilities as the depression continues^ 

Again if assisted transference is contemplated can we give much technical 
advice^ Can we, except in the most general terms, indicate the areas from 
which workers should be transferred and to which they should go? Can 
we say anything significant about the relative economic desirability of 
attempting to entice industries into depressed areas or of moving workers 
away from them^ The bitter experience of the British Special Areas Com- 
missions suggests that little is known of the forces governing decisions of 
businessmen as to where to locate I suggest that we know almost equally 
little about the extent of or the incentive to geographical and occupational 
mobility on the part of workers How large a wage differential is required 
to offset the costs of moving given distances? Is mobility stimulated more by 
unemployment and low wages in the home area, or by prospects of higher 
wages and better general opportunities in the new area? Is it inhibited by 
family ties, or by anticipated housing difficulties, or are there other factors 
still less susceptible of measurement? Is mobility greater among high paid 
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than among low paid workers? If the fifty-one separate state compensation 
systems are found to impede mobility, have we as economists any sug- 
gestions to offer as to groupings in areas or regions within which free 
mobility is especially desirable^ 

I have deliberately devoted most of my time to discussing the first of 
the two types of economic problem to which unemployment measures give 
rise, partly because I believe that these are today most in danger of neglect, 
and partly because the two other speakers are giving particular attention to 
the financial problems Even in the financial realm, of course, the data on 
which policy must be framed are far from adequate. We commit ourselves to 
a policy of state unemployment compensation systems with little informa- 
tion as to the incidence and duration of unemployment among the covered 
group in each area and therefore of the ability of a uniform 2 7 per cent 
tax to finance the benefits offered We grapple with problems of the proper 
distribution of costs between federal, state, and local authorities with little 
data as to the basic fiscal, and particularly economic, capacities of local 
areas in relation to the burden they are expected to carry We adopt the 
pay roll tax as a major source of income for one of our programs with little 
knowledge of its probable incidence and still less of its potentialities as 
an incentive tax 

But in the financial field, I believe that the problems which face us 
involve less the accumulation of new data than a more vigorous attempt to 
consider the financing of separate unemployment measures in relation to 
one another and to the general economic and fiscal background. This is not 
to imply that we should abandon any attempt to inquire whether the values 
of certain programs are not enhanced by the use of particular financial 
methods It is undeniable that the linkage of specific taxes with specific 
benefits in the institution known as social insurance has enabled us to 
overcome resistance to the introduction of a new type of aid to the un- 
employed into a still highly individualistic society But if we should decide 
that wage taxes are undesirable or have social consequences incompatible 
with our basic objective of security or that the incidence of pay roll taxes falls 
on the very groups whose insecurity we are trying to remove, the solution 
IS not necessarily an abandonment of these taxes Should we not explore 
the potentialities of compensatory action in other parts of the government's 
taxing and spending activities? 

Can the case for accumulating reserves in an unemployment insurance 
system be discussed independently of the economic system of the country 
at the time the process of accumulation is initiated or of the timing of 
disbursement of these reserves? Can we expect the accumulation of reserves 
to serve the purpose of * ’pegging" or maintaining a stable benefit structure 
if the other unemployment programs are financed on a current cost basis 
and reflect every changing political whim? Is the accumulation of reserves 
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appropriate only for unemployment insurance or should the principle be 
applied to other unemployment measures^ And if a unit of account longer 
than a year is desirable, why are reserves favored and borrowing disap- 
proved of? 

Some of you may object that I am attempting to lure economists into a 
dreary statistical and factual course, unworthy of their high calling Yet 
I cannot see that exploration of the structure of the labor market is in- 
trinsically less interesting than analysis of the capital market, or that the 
compilation of statistics of the movement of security prices, interest rates, or 
demand deposits is a sharper challenge to intellectual ingenuity than analysis 
of occupational or regional wage rates and earnings or the charting of spe- 
cific portions of the labor supply curve One explanation of the current 
preoccupations of economists may be the greater prevalence of theoretical 
concepts and dignified technical terminology in the capital field, but that 
can easily be remedied Marschak already offers us coefficients of mobility, 
measures of attraction, and coefficients of spatial friction 

I believe, however, that a more important explanation is the accident 
of availability of data. But thanks to our new social security legislation, a 
considerable amount of data in the labor field are now becoming available. 
And data will become increasingly available if economists will turn their 
attention to this field and take the responsibility of suggesting the types of 
information which are required to provide the basic data essential for 
the determination of future policy The work of Jewkes, Campion, 
Thomas, Marschak, and others in England has shown how much can be 
gleaned from the administrative records of the unemployment insurance 
system. In this country, the almost complete reliance upon quarterly re- 
ports and abandonment of information on weeks of work has deprived us 
of certain essential data, and economists have raised little or no protest 
against this outrage The reporting requirements incidental to the payment 
of insurance benefits offer the possibility of securing significant data on 
labor mobility, as between places and occupations, and on the patterns 
of employment and unemployment, and the levels of earnings and wage 
rates This information will not be secured unless economists bring pressure 
on administrators to frame their questions in appropriate terms and occa- 
sionally to ask for more than is immediately essential for administrative 
purposes. 



ROUND TABLE ON ECONOMIC ISSUES IN SOCIAL SECURITY POLICY 
J Douglas Brown, Chairman 

This session was organized as a panel discussion of the problems raised in the 
preceding session on the same topic The members of the panel were Arthur J 
Altmeyer, Eveline M Burns, Frank T de Vyver, C A Kulp, Richard A Lester, 
Sumner H, Slichter, George H Trafton, and Edwin E Witte Discussion cen- 
tered on the impacts of social security legislation upon enterprise and mobility 
of capital and labor Among the specific questions considered were the effect of 
separate state systems of unemployment insurance, of an extended duration in 
benefits, and of benefits for partial unemployment on the mobility of labor, 
the effect of merit rating and governmentally stimulated stabilization of em- 
ployment upon enterprise and enhanced employment, the general effect of pay 
roll taxes on enterprise and employment, and the impact of social insurance 
reserves on the general economy. During the first hour of the session discussion 
was carried on by the panel, but the succeeding hour members of the audience 
actively participated both in raising questions and in presenting additional com- 
ments and material Initiated as an experiment in conference method, it is be- 
lieved that the sustained interest shown by the audience throughout the session 
warrants further use of this method at future meetings of the Association Since 
no prepared papers were read and since time did not permit the development of 
specific conclusions, it seems best to report on the session more as an educational 
process than as the source of new findings 

A list of questions was sent out to the participants well in advance of the 
meeting Although time did not permit discussion of all of these questions, 
they are here presented as suggestive of the economic issues involved in social 
security policy 

1 Is our present social security program compatible with the degree of mobility and 
enterprise of capital and laboi necessary to the satisfactory operation of our economic 
system ? 

(a) Problems in unemployment insurance legislation 

Do separate state systems impair mobility^ 

Does merit rating impair enterprise in speculative expansion of employment 
and plant ^ 

Is governmentally stimulated stabilization of employment desirable or is 
intermittent operation of industry a necessary element of a flexible economy^ 
Will extended durations in unemployment benefits lessen the mobility of 
labor ? 

Do benefits for partial unemployment discourage the wholesome movement of 
workers out of depressed industries or areas ^ 

(b) Will the assessment of the full costs of old age and unemployment insurances 
upon employer and employee retard the development of new enterprise > 

Should part of the costs of such insurances be assessed on all taxpayers ac- 
cording to ability to pay in order to avoid any such retardation? 

(c) Will the provision of old age insurance protection enhance mobility and incen- 
tive of wage earners 

In relieving younger workers of burdens and local ties due to dependent 
parents ? 
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In eliminating older workers and encouraging employment and earlier promo- 
tions ^ 

In encouraging efforts of wage earners to earn and save more as a means of 
enhancing the basic protection afforded by old age insurance^ 

In lessening the influence of company retirement programs on labor mobility^ 

2 Is the existing social security legislation likely to increase the security of some workers 
while decreasing that of others^ 

Non-covered groups under old age insurance 
Self-employed ^ 

Farm labor and domestic employees? 

Less competent workers employed intermittently ? 

Employees affected adversely by stabilization resulting from merit rating ? 

3 Should social security legislation be broadened to give protection to the entire pop- 
ulation and particularly to those groups who are the worst victims of insecurity? 

What is the place of social insurances compared to assistance programs? 

Should flat benefits be paid regardless of previous earnings? 

How can existing social insurances be adopted to coverage of groups now excluded? 

4 Would the adjustment of the ratio of federal matching of state grants for old age 
assistance according to the economic capacity of the state interfere adversely with the 
optimum allocation of labor and enterprise in the country as a whole? 

5 Do the “unearned” benefits under the present old age insurance program favor unduly 
wage earners in regions where lower average wages are paid? 

6 Does the present large size of unemployment insurance reserves in certain states affect 
adversely business activity in those states? 

If so, should pay roll taxes in those states be lowered or should benefits be in- 
creased ? 

Would the pooling of unemployment insurance reserves under a national insurance 

system permit a sounder reserve policy? 

Would such pooling favor enterprise in states with less stable industries at the 

expense of states with more stable industries? 

7 What will be the effect of “forced savings” under the social insurance programs upon 
the rate of capital accumulation in this country? 

8 Are social security programs likely to affect materially either the level of wages or 
the volume of employment in covered industries? 



ROUND TABLE ON BANK DEPOSITS AND THE BUSINESS CYCLE 
James W Angell, Chatrman 

The following papers were presented at this session **The Significance of 
American Deposit Movements Since 1929,” by Martin Krost, ’’Turnover and Idle 
Deposits/’ by Victor M Longstreet, ’’Bank Deposits and the Stock Market in the 
Cycle,” by Fritz Machlup, and ’’The Behavior of Bank Deposits Abroad,” by 
Rifat Tirana Donald S Thompson, Norris Johnson, Walter R Gardner, and 
Paul T. Ellsworth participated in the discussion of the papers The papers by 
Professor Machlup and Mr Tirana are published in full immediately following 
the round table summary Mr Thompson prepared a summary of his remarks 

The chairman opened the discussion by calling attention to the growing inte- 
gration between the formerly separate fields of monetary theory, business cycle 
theory, and general economic theory, and to the shift of emphasis in monetary 
theory from the relation between money and prices to that between spending and 
income. 

Martin Krost First, in 1928-33 total deposits ^nd currency fell by 25 per 
cent; but by 1939 the total was 7 billion dollars above the 1928 peak These 
extraordinary fluctuations in reported deposits are due chiefly to real changes in 
deposits, but are also due in part, to an unknown but presumably substantial 
extent, to the suspension and reopening of banks before and after 1933 The 
depression-period preference for holding currency rather than deposits con- 
tinued into the period of deposit expansion, and helps explain the slowness in 
the recovery of time deposits after 1933 The events of the period since 1928 
are difficult to reconcile with any simple formulation of the relation between 
money and prices, but despite short-run divergences, a general similarity in direc- 
tion and magnitude of movement is still visible between money supply and 
general economic activity Second, the changes in bank deposits and currency 
can also be studied in terms of the offsetting changes in the other items of a 
consolidated balance sheet for banks, reserve banks, and the Treasury. This balance 
sheet shows that the most important factor in the decline of deposits in 1930-33 
was a decrease of 19 7 billion dollars in loans, offset only in part by increased 
holdings of United States securities and by reductions in bank capital In the ex- 
pansion of 1933-36, the increased holdings of United States securities (9 5 
billion dollars) and the rise in the monetary gold stock (5 4 billions) were the 
most important factors, loans actually continued to fall Third, information on 
the distribution of deposits by classes of holders casts light on the question of 
how far the deposit expansion since 1933 has placed deposits in the hands of 
those who have not been induced, by the increase in their balances, to increase 
their expenditures (data from Statistics of Income, 1930-36, and the Federal 
Reserve Bulletin, October, 1939) The balances of most of the broad classes of 
holders for which data are available moved roughly with the total quantity of 
deposits and currency, this was conspicuously true of the ’’unclassified” group, 
which includes individual consumer balances, and which averaged some 70 to 72 
per cent of the total (the other large groups being ’’business,” ’’finance,” and 
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' ‘public bodies”) But the finance group increased both the relative and the 
absolute size of its balances much more than the general average, after 1933, 
and so did the various public bodies. The largest relative increase was in the 
balances of life insurance companies, though the absolute size of their balances 
was comparatively small In the expansion, deposits of foreigners, too, increased 
disproportionately, and the accompanying gold inflows also increased bank re- 
serves, thus contributing to falling interest rates — again without directly increasing 
expenditures on goods or services The comparative unwillingness of private firms 
and individuals to borrow also undoubtedly reduced the effect of federal spending 
on the national income Finally, and rather broadly, the changes in financial 
deposits thus helped to loosen the connection between changes in total deposits 
and the flow of expenditures, both m contraction and in expansion Financial 
deposits acted to some extent as a cushion in both directions, and prevented 
changes in total deposits from coinciding closely enough with changes in ex- 
penditures to be satisfactory either as a forecasting device or as a guide to policy. 

Victor M Longstreet First, the volume of deposits is now at an all-time 
high (estimated demand deposits in 1939 were 28 74 billion dollars), but their 
rate of turnover is at an all-time low, and the national money income is far under 
the level of the late 1920’s It follows that an unusually large volume of deposits 
is being held relatively idle or hoarded On the assumption that hoards were zero 
in 1919 and 1929, and that the turnover rate of active deposits (estimated at 
3 84 a year) has not changed materially, the volume of idle deposits can be es- 
timated at nearly 11 billion dollars in 1939, more than one third of total de- 
mand deposits This process of estimation is necessarily rough, and entails sub- 
tracting in 1925-30 an “abnormal” volume of active deposits used in security 
trading and the like (estimated at 1 6 billion dollars in 1929), but is believed 
to yield results broadly representative of the actual situation Second, until 1933 
hoards as thus estimated moved roughly inversely with national income, as it 
seems a prion reasonable to expect, but since 1933 have expanded as income 
rose (except in 1937) This latter behavior is probably in large part, however, 
a coincidence Hoards did not grow because income rose, but rather grew in 
considerable measure because of the influx of foreign capital (which in 1933-39 
amounted to about 4 billion dollars, or about two thirds of the estimated in- 
crease in hoards in the same period) A part of the increase in deposits spent 
by the federal government must also have moved into hoards, as the incomes of 
certain groups rose Third, the relation between interest rates and hoards was 
not close in the 1920’s and early 1930’s, but since 1933 hoards have increased 
when interest rates fell, and conversely This is not a necessary confirmation, 
however, of Keynesian theory , many of the groups who were probably hoarding 
would never have used idle funds to buy securities Fourth, a partial analysis 
of deposit turnover for various economic groups shows wide differences Turn- 
over rates are usually highest in New York City banks holding deposits of se- 
curity dealers, and in banks in agricultural and livestock marketing centers; 
lowest in banks holding a large volume of individual financial and personal 
holding company accounts Moreover, the fluctuations in turnover rates in 1925- 
34 were widest in large cities, narrowest in small Other data indicate that 
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turnover may have been twice as high in service and professional occupations, 
for example, as in mining and quarrying These various types of information 
suggest that a variety of considerations other than the current money volume 
of transactions helps to determine the size of deposit balances held currently 
idle. 

Donald S Thompson In attempting to find a common denominator for 
the papers that have been given this afternoon one reaches the conclusion that 
they illustrate one point rather well , namely, that deposits as an entity is not a 
particularly useful concept either for economic theory or in the determination of 
monetary policies What we are really dealing with is a series of categories of 
deposits responding differently to the various stimuli to which they may be ex- 
posed If we combine the essentials of Mr Machlup’s analysis with Mr Long- 
street’s analysis we could have situations wherein the national income was rising, 
the volume of deposits was remaining unchanged, and the velocity of deposits was 
actually being reduced Similarly, we could postulate a situation wherein national 
income was increasing, the velocity of deposits was practically unchanged, and 
the total volume was actually declining It is not the amount of total deposits that 
counts but where these deposits are located, to what use they are being put, and 
what they really represent It would appear to me that more fruitful contributions 
to monetary and banking theory can be made from studies of the credit needs of 
individual businesses and industries and the effects of their operations upon the 
economy as a whole than by the study of deposits per se 

Norris Johnson spoke of the frequent relative insensitivity of deposits 
to business cycles, as in 1924 and 1937 This he attributed partly to the fact that 
bank loans fluctuate roughly with business activity, but that bank investment port- 
folios move, in substantial degree, inversely therewith Walter R Gardner 
said he had been struck by the wealth of illuminating detail, but also by the lack 
of significant broad conclusions, which the papers had exhibited He thought that 
in order to get at the factors controlling the flow of expenditures, it would be 
necessary to bring in not only demand deposits but also time deposits, holdings of 
liquid bills and notes, short governments, etc A firm holding these latter categories 
of assets is nearly as able to increase its current expenditures quickly as one 
holding demand deposits alone The next desirable step should therefore be a 
series of case studies of separate firms and individuals, with respect to the 
behavior of their deposit holdings and the reasons for changes in the composition 
of their liquid assets as a whole, rather than additional broad over-all studies of 
deposits and turnovers Paul T Ellsworth concluded the discussion with a 
general review In particular, he questioned Professor Machlup’s conclusion that 
brokers’ loans have little deflationary effect on the industrial circulation, arguing 
rather that had there been no such loans in the late 1920’s there would have 
been larger contemporary spending on consumption and investment, and a less 
severe financial deflation in the early 1930’s 



BANK DEPOSITS AND THE STOCK MARKET IN THE CYCLE 
By Fritz Machlup 

I Bank Funds, the Stock Market, Industrial Circulation 

This IS not a discussion of the role and significance of the stock market in 
the business cycle Assigned to me for analysis was only the relationship between 
the stock market and bank deposits in the cycle Thus, the conclusions of my 
analysis will be concerned with the influence of the stock market upon the 
availability of bank funds to the industrial circulation, but they will not be 
concerned with other important influences which the stock market may or may 
not exert on industrial activity. 

I need not remind you of the widely held theory that the stock market absorbs 
bank funds during the boom or, at least, during the later phases of the boom, 
and that this has deflationary influences upon industrial circulation The conclusion 
of my analysis will be that such deposit absorptions and deflationary effects are 
possible but that they are unlikely to occur during the boom , that the net effects 
of the stock market via bank deposits’ use upon industrial circulation are more 
likely to be inflationary throughout the boom My discussion will refer most of 
the time to the prosperity phase, although the method of my analysis is equally 
applicable to other phases of the cycle 

We have almost no data on the facts in question for any cycle before the 
twenties Several writers have recently denied our right to speak of business 
cycles since 1914 I shall not heed their warning Most of the problems which I 
have to discuss have arisen during the boom of the twenties which thus is the 
reference period for my analysis 

The discussion of the so-called ’’credit absorption’* problem during and after 
the boom of the late twenties suffered probably from the confusion between 
’’credit” meaning bank loans and ’’credit” meaning bank deposits It should 
be clear that he who receives bank loans generally does not retain the resulting 
bank deposits An analysis which looks only into volume and distribution of 
bank loans and fails to look into volume, use, and distribution of bank deposits 
is utterly incapable of saying anything about the economic effects of particular 
loans Before one can see what data are needed in this respect, one must try to 
orientate himself by means of a logical analysis ^ 

II An Analysis of the Possibilities 

Sources and Destinations of Funds I have prepared a table which should help 
to clarify some of the possible sequences On the one side of the table I have 
listed the immediate sources of the bank balances which may have been used m 
the purchase of securities , on the other side I have listed the possible subsequent 
destinations of these deposits 

I hope that most of the distinctions made in the table are self-explanatory 
Sources 1 and 2 are previously existing bank balances, sources 3 and 4 are 

^ Credit IS due to many authors — such as C O Hardy, W J Eitman, and others — who 
have in the past contributed to the analysis of the problem For detailed references see my 
book. The Stock Market, Credit, and Capital Formation (London and New York, 1940). 
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Sources and Destinations of Bank Deposits with Which Securities are Purchased 


Possible sources 

Possible destinations 

1. Previously inactive personal or busi- 
ness deposits 

a) held by broker 

2 Previously active personal or busi- 
ness deposits 

b) circulating among consecutive sellers (through 
in-and-out trading and remittance after each 
sale) 

3 Deposits newly created by a banking 
system which would not have found 
suitable industrial borrowers 

c) held inactive by seller (individual or firm) 

4. Deposits newly created by a banking 
system which is nearly “loaned up’* 
and restncts loans to business 

d) canceled by loan repayment to banking system 
which has no other suitable borrowers 

e) canceled by loan repayment to banking system 
which has been “loaned up” and restncted loans 
to business ^ 

f) used by seller (or later payee) for “real invest- 
ment” 

f) used by seller (or later payee) for consumption 


Effects on Industrial Circulation of the 28 Combinations of Sources and Destinations 


Inflationary 

Deflationary 

Neutral 

Contradictory 


Ue, 1-/, Ug 

3- /, S-g 

2~ay 2-by 2-Ci 2-dy 

4- ^, \-by \-c 

1- «, \~by 1-r, \-dy 

2- ey 2 -/, 2-gy 

3 ”^?^ 3 “^ y y 3 **^^ y 

4- ey 4-/, 4:-g 

5- fy 

4-d 


newly created balances Destinations a, b, and c pertain to the so-called ' 'financial* * 
circulation, destinations d and e are deposit cancellations, destinations / and g 
are part of the industrial circulation 

The Sources As to sources 1 and 2, the existing deposits, one had better 
distinguish between "otherwise” inactive and "otherwise” active balances, rather 
than "previously” inactive and "previously” active balances However, what 
would "otherwise” happen to a balance is not amenable to empirical investigation 
But one might perhaps arbitrarily assume that balances, if they had not been used 
for security purchases, would have continued in their previous employment or 
unemployment , and this previous employment or lack of it could be ascertained, 
although no such statistical information is available as yet By idle or inactive 
balances I mean the minimum balances on bank accounts over a relevant period 
of time, that is to say, the balances which during that time have not been 
checked out. 

Sources 3 and 4 present other difficulties for empirical work One can never 
know whether it was in fact the desire for security purchases that has led to an 
increase in bank loans. The form and quality of a loan does not tell us much; 
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loans on securities may be taken to buy an automobile, a commercial loan to buy 
General Motors shares, brokers' loans to pay a customer who buys a truck I am 
not able to offer any way out of our ignorance concerning these facts * 

The distinction which I am proposing here by separating source 3 from source 
4 is of a different kind It is a distinction which is both analytically important 
and empirically treatable. Source 3 refers to credit from a banking system with 
plenty of free lending capacity , source 4 to credit from a banking system which 
IS loaned up and thus can serve one seeker of bank credit only at the expense 
of others 

It will be clear that the distinction between 3 and 4 is analogous to that 
of 1 and 2 The use for stock purchases of deposits 1 and 3 (otherwise inactive 
balances and balances which would otherwise not be created) can in no case 
involve an encroachment upon industrial circulation whereas it may involve 
a positive contribution to industrial circulation. The use for stock purchases of 
deposits 2 and 4 (otherwise active balances and balances which would otherwise 
be created for other purposes) can in no case involve a positive contribution to 
industrial circulation whereas it may involve an encroachment upon it All de- 
pends now on the subsequent destinations of the deposits in question 

The Destinations. An absorption of bank balances by the financial sphere can 
take place in these three ways (a) they may become deposits held by brokers, 
(b) they may become deposits circulating among occasional speculators when 
each of them puts his sales proceeds for a short while into his bank account be- 
fore reinvesting again, (c) they may become the inactive deposits of sellers of 
securities who do not plan to reinvest for the time being The separation between 
a and the other two is simple, but the separation between b and c is not Yet, 
for theoretical reasons it is advisable to distinguish b and c because of the 
different motives of the depositors I shall say more about all three destinations 
when I discuss their probable quantitative significance At this place I mention 
only that destinations a, b, and c would have deflationary effects upon industrial 
circulation if combined with sources 2 and 4, their effects would be neutral in 
combination with sources 1 and 3 ^ 

The effects of deposit cancellation through bank credit repayment will depend 
partly on the state of the banking system For this reason one has to distinguish 
between d, the case of a banking system with no suitable outlets for funds, and 
e, the case of a fairly well-loaned-up banking system with plenty of outlets 
Destination d will involve a final extinction, destination e a merely temporary 
extinction, of bank balances 

’ The thought that the banker can know the use of the funds which he advances is mis- 
taken , a loan for the purchase of raw material will release other funds for other purchases 

‘Two interesting qualifications to this statement were suggested to me by Professor 
Fritz Lehmann (1) The use of funds from sources 1 and 3 for building up deposits a, 
b, and c, although per se neutral, will permit of reduced security yields, these, in turn, 
may invite increased investment and, thus, result in an inflationary effect (2) The use for 
a, h, and c of funds from source 1 would reduce excess reserves of American member banks 
if the funds had been in time deposits and were afterwards in demand deposits , the transfer, 
although per se neutral, might in this case have potential deflationary influences If, on the 
other hand, the funds had been first in idle demand deposits and were afterwards in time 
deposits (for destination c), excess reserves would be released and the potential influence 
might be inflationary. 
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Deposit cancellation in connection with security transactions in the boom 
period have most probably a net effect of nil, especially if the bank credit re- 
payment is nothing but the erasure of an immediately preceding credit creation 
Inflationary and deflationary net effects are, however, by no means unlikely 
Inflationary is combination l-e, where an otherwise idle balance is used for 
loan repayment to a banking system which has other outlets for funds (Illustra- 
tion A previously inactive bank balance is deposited with a broker with an 
order to buy securities , the sellers continue to speculate in the market, leaving 
the sales proceeds with their brokers, brokers’ loans from banks can decline, 
deposits disappear, and the banks’ lending capacity is released for other uses ) 
Deflationary is combination 2-d, where an otherwise active bank balance is 
used for repaying bank loans when the banking system has no suitable outlets for 
funds Other combinations {l‘d, 2-e, yd, and 4-e) are neutral in their effect 
on industrial circulation 

Destinations / and g are the cases where the bank balances received from 
security sales are subsequently employed on the markets for goods and services , 
that IS to say, the deposits enter into, or return to, industrial circulation The 
distinction between / and g is that between disbursement for “real investment” 
and for consumption An illustration for / is a corporation using the proceeds 
from new stock issues for the acquisition of productive equipment and inventory 
An illustration for g is a profit-taking speculator using parts of the proceeds 
for consumption But surely, new funds raised by a corporation may well go into 
consumption and the proceeds from selling old security holdings may go 
into real investment 

Destinations / and g, that is, the use of bank balances on commodity markets, 
are clearly inflationary in combination with sources 1 and 3 They are neutral 
with respect to industrial circulation if combined with sources 2 and 4 

We have seen from this sketch that the use of funds for stock purchases may 
be inflationary, deflationary, or neutral with regard to industrial markets In 
the controversy about the so-called “credit absorption” by the stock market one 
side contended in effect that destinations a, b, and c were prevailing during the 
boom, the other side held that destinations / and g were prevailing Statistical 
evidence was not available and most of the facts submitted as corroboration 
for the particular thesis could not possibly prove what they were supposed to 
prove As long as our statistical information about distribution and utilization 
of bank deposits is not more complete we can do no better than extend our 
logical analysis to the question of the comparative probabilities* of the various 
combinations shown in our table 

III An Analysts of the Probabilities 

Brokers' Bank Balances With regard to destination a,^ that is, to the use of 
(previously existing or newly created) bank deposits for augmenting the cash 
balances of brokers, we do have statistics from the fall of 1935 on If it is at all 
meaningful to compare these brokers’ bank balances at the end of a month 
with the volume of transactions during the month, one may be impressed by 

*The probabilities of the different combinations are of course not expressed in number 
of cases but in dollar value of the balances involved 
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the absence of any significant degree of correlation or of concurrent deviations 
Similar comparisons of the volume of brokers' cash balances with other stock 
market indices such as stock prices, brokers’ loans, etc , show likewise no 
correlation and no concurrence of change This would not rule out that such 
concurrence might have existed during other periods for which we have no 
figures, for example the 1928-29 boom. So it is well to examine all possible 
motives for a substantial increase in brokers' bank balances which might occur 
in consequence of increased stock market activity 

The following hypothetical reasons for increased balances have been ad- 
vanced First hypothesis Increased customers’ deposits with brokers may cause 
the brokers to carry larger bank balances Objection Brokers have no reserve 
requirements They meet sudden withdrawals by borrowing from the banks and 
need not carry higher cash reserves Second hypothesis Increased in-and-out 
payments from and to customers would automatically make for high bank 
balances of brokers Objection Brokers have the possibility of adjusting almost 
perfectly, through their borrowings and lendings, the credit balance on their 
bank account Unlike the corner grocery store, the brokerage firm need not have 
a larger cash balance at the close of the day’s business than it wants to have 
Third hypothesis When brokers’ borrowings from banks increase in con- 
sequence of increased buying on margin, brokers may be compelled to carry 
with the lending banks so-called "compensating” balances, i e , minimum bal- 
ances which must not be checked out Objection Such rules concerning service 
balances (of about 10 or 15 per cent of the amounts loaned), which some 
banks impose on commercial borrowers, are usually not imposed on brokers 
Fourth hypothesis As the volume of stock trading rises, the clearing balances 
between brokers increase and must be settled by check payments, for this in- 
crease in payments brokers must carry higher balances Objection Apart from 
the fact that it is not the increase in stock trading as such but rather an increase 
in unevenly distributed business among different brokers which gives rise to 
the increase in clearing balances, it is by no means true that increased bank 
balances are needed for the settlement Arrangement of new and repayment 
of old brokers’ loans can take care of the settlement without leading to higher 
bank deposits 

More important than all the arguments for or against the contention that 
substantial increases take place in the brokers’ bank balances is the fact that 
brokers’ balances are an altogether insignificant amount in relation to the de- 
posits in industrial circulation During the last four years for which the Federal 
Reserve Board has figures, brokers’ bank deposits moved between 179 million 
dollars as a low and 268 tnillion dollars as a high Expert estimates contend 
that the figures were much lower in the late twenties Now if a violent boom 
could make the highest of these figures go up by 100 per cent and if the in- 
crease were at the expense of other groups of depositors, the "absorption” 
would amount to less than 1 per cent of existing bank deposits In other words, 
destination a does not count 

Speculators^ Bank Balances. My argument with regard to destination b is on 
less firm ground, though it is, I believe, sufficiently safe for the fornung of a 
general impression Destination b, in our list, is the use of bank deposits (of 
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individuals and firms other than brokers) for repeated in-and-out trading in 
securities. It is, thus, not the bank balance of the seller who has definitely with- 
drawn from the stock market and keeps the deposit idle or merely waits to use 
the funds in his business or for his consumption Bank deposits b are actively 
passing from account to account, each single owner disposing of his balance 
when he buys securities, receiving it again when he sells, and disposing of it 
again when he buys another stock which he considers more attractive 

The objection against the hypothesis that large amounts of balances en- 
croach upon other spheres of circulation is this The typical American specu- 
lator on large or on small scale would not bother each time to take the proceeds 
from selling his stock “home” to his bank account as long as he wants to buy 
another stock He who sells in order to buy again usually leaves his credit 
balance with his broker (who does not thereby increase his own bank balance) 
The monetary circulation among the in-and-out traders does not take place on 
their bank accounts but on their brokerage accounts The seller is credited on 
his brokerage account, and debited again when his new buying order is carried 
out. Bank balances are usually not in the game until a seller decides not to buy 
any more for the time being, but rather to withdraw and to ask the broker 
for his check 

It has been said, however, that in the days of highest speculative fever the 
ranks of speculators were joined by many common people who actually would 
“take home” their money after each round of the game and leave it for a short 
while with their banks until they got into the market for another round If 
their stock purchases were originally financed by otherwise active personal or 
business deposits, an increase of these b balances would actually constitute de- 
flationary deposit absorption for stock market transactions It is, however, more 
probable that the original stock purchases of the newcomers to the stock market 
were largely financed out of otherwise inactive deposits, especially savings de- 
posits, and this would neutralize the accumulation of b balances (Combination 
\‘b IS neutral, 1-/ and 1-g are inflationary ) 

One may add that the speculative fever is apt to rise so high (as to attract 
the peculiar group of people which operate on bank balances rather than 
brokerage accounts) only if an inflationary movement has proceeded quite far. 
Any “deflationary” effect of the increase in b balances would then not be a 
net effect but rather an induced response to the inflation that has been going on , 
at best it would be a partial offset and slow-down of the continuing monetary 
expansion. 

Before proceeding to destination c one ought to mention that probably most 
of the authors who spoke of the considerable deposit absorption by the stock 
market meant stock market transactions (hence, destinations a and b) and 
not induced hoarding by those who abstained from transactions (i e , destination 
c). Really significant augmentations of balances a and b are, however, very 
unlikely This seems to be established beyond doubt as far as a is concerned, 
with regard to b we can only point to the above reasoning for what it may be 
worth 

Hoarders^ Bank Balances, Destinations a and b were not taken seriously by 
Mr. Keynes, who was the most prominent author to emphasize the importance 
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of destination c. This is an increase in idle balances which is said to accompany 
increased securities prices The increase is explained by the properties of the 
liquidity preference function as determined by the so-called 'speculative motive” 
of holding idle cash balances. If securities prices are very high and their yield, 
therefore, relatively low, and the chance that prices will soon fall is felt to be 
greater than the chance that they will rise further, then many people will get 
out of the security market and will stay out They will prefer to be liquid; 
that is, according to Mr Keynes, they will prefer holding cash balances to hold- 
ing securities Thus, while the bulls might use otherwise active or newly bor- 
rowed funds for the purchase of securities, the bears would keep their proceeds 
idle Destination c would absorb balances, the effect being neutral if they came 
from sources 1 and 3, but deflationary upon industrial circulation if they came 
from sources 2 and 4 The latter is held by Mr Keynes’s theory. 

No direct evidence is available to test or disprove this theory. One indirect 
piece of evidence might be taken as speaking against the theory the figures 
on the velocity of circulation of bank deposits. If it were true that old, active 
deposits and newly created deposits were condemned to idleness in the later 
phases of the boom, there would be a tendency for the velocity of circulation of 
bank deposits to decrease We know from our statistics that velocity increased 
greatly during the boom of the twenties and probably also during other boom 
periods Of course, it may have been other things which overshadowed such a 
tendency, for instance, the increase in purely financial transactions Yet, even if 
New York City figures are eliminated and if the figures for banks outside of 
New York were corrected for any conceivable increase in financial turnover, 
there would remain, I think, a sufficient increase in velocity to call seriously 
in question the quantitative importance of destination c during the boom 

But we need also a theoretical argument which could explain why Mr, 
Keynes’s theory, which sounds perfectly plausible, should not have been reali2ed 
during the boom of the twenties That larger amounts of liquid funds are de- 
manded when security prices are regarded as too high by many capitalists seems 
so probable a development that one can hardly cast doubt on it The desire for 
liquidity of these bearish security sellers can, however, be satisfied by other 
things than idle cash balances First-class short loans may at times be just as 
desirable an asset or perhaps more desirable because they combine yield with 
liquidity And since the bullish buyers of securities are anxious to borrow on 
margin, we can find in the secured call loans the liquid assets to satisfy the 
sellers’ liquidity preference Why carry idle bank balances with no or little 
interest when one can make perfectly secure call loans at attractive interest rates ^ 
Here, incidentally, we find the explanation for those mysterious 3^2 billion 
dollars of "brokers’ loans on account of others” which alarmed the authorities 
in 1929 These call loans — instead of idle bank balances — were the liquid assets 
of those who did no longer wish to hold securities (or to buy other high-priced 
assets) , and at the same time they enabled those who wanted to hold securities 
to do so without the use of bank loans ® 

® J Tinbergen, in his Bustness Cycles tn the Untied States of Amertca, 1919-1932 (Vol 
II of Stattsttcal Testing of Bustness-Cycle Theories, League of Nations, 1939) assumes for 
his "model” that individuals and firm (other than banks) have no demand for short 
claims This assumption may invalidate some of Tinbergen’s conclusions 
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I submit that the larger part of these "brokers* loans on account of others” 
did not represent either absorbed bank balances or absorbed credit facilities oi 
absorbed funds of any sort. Sellers of securities, old or newly issued, used the 
proceeds for making loans to the stock market, i e , indirectly to the buyers of 
their securities. The buyers, in this case, did not use any funds for the purchase ^ 
the sellers did not receive any funds from their sale With regard to these 
amounts of brokers’ loans on account of others, that is, to the extent that these 
loans financed securities purchases, one may say that the buyers (who used these 
loans) did not possess any funds which they might have used for buying any- 
thing other than the securities, and the sellers (who financed their security 
sales through these loans) did not possess any funds which they might have used 
for loaning to anybody other than the margin buyers. In other words, a 
large part of the brokers’ loans in 1928-29 were nothing that could have been 
at the expense of other economic spheres The bulls wanted securities and 
offered their secured call-loan debts, the bears offer^ securities and wanted 
secured call-loan claims. The banks acted as middlemen — ^they could not do it 
under the present laws — but they were in substance no direct party to that ex- 
change of long-term securities against demand loans ^ 

An obvious objection to my theory would be that not every bearish seller 
would have the experience and the connections to make loans to the stock ex- 
change , only the big bears, large corporations, and wealthy capitalists would be 
able to do it. This is probably so, but were not the little fellows without ex- 
perience and connections exactly those who held on longest to their stocks and 
were finally caught when the market broke ^ The few little bears who sold and 
began holding bank balances while the boom was still on, were probably greatly 
outnumbered by the many little bulls who joined late in the game and mobilized 
their otherwise inactive savings deposits in the final phase of the boom 

The building up of excessive idle bank balances (destination r) thus does not 
seem to have been a general development of the boom period It is in the down- 
swing^ that the deflationary force of destination c becomes fully effective When 
security owners liquidate their holdings and have no margin loans to pay and no 
margin loans to give and no attractive real investments to make, then they will 
keep idle the balances of those who buy the securities out of their previously 

•Here is a schematic illustration of the loans of sellers to buyers as reflected in the 
movements in the brokers’ balance sheets 

All brokers 


Gish m banks 

1 + 

Deposits of customers 


Loans to customers 


Loans from banks 




Loans on account of others 

-f 


’ The liquidation duiing the flrst phase of the downswing may be mainly on the part of 
new bears who cannot build up idle balances The former bulls, suddenly transmuted into 
bears, have to pay their margin debts If the former bears are now willing to buy back at 
reduced prices, the margin loans can be liquidated as easily as they were built up, without 
any bank balances in the play In subsequent phases of the downswing, however, the sellers 
who could not realize enough to settle their debts have to use current savings (otherwise 
active balances) to pay up {2-d), and the sellers who could realize more than they needed 
for debt payments begin to pile up idle bank balances (2-c) 
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active funds; then combination 2-c has started its deflationary work. But nobody 
has doubted that there was deflation during the downswing. 

Real Investment and Consumption, I do not think that an increase in balances 
a, b, and c during the boom can be denied. But I believe that the probabilities of 
these destinations (measured by amounts of funds) are smaller than the proba- 
bilities of funds flowing from sources 1 and 3 {I + ?>y>a + b + c) This 
means not only that deposit absorption in a, b, and c is hkely to be perfectly 
neutral but also that there is probably an excess from the sources 1 and 3 going 
into destinations / and g. The net effect, obviously, would be inflationary 

I should now expect a challenge to show that destinations f and g (real in- 
vestment and consumption) were actually realized to such an extent as to absorb 
the vast amounts that have flown onto the stock market and, according to my 
contentions, have not gone into destinations a to e. 

There is no way of telling how much has flown onto the stock market But 
must I not submit proof that at least the eight or nine billions of brokers' loans 
of 1929 have gone into real investment or consumption^ I would not know how 
to prove this and I do not have to prove it I showed before that a large part of 
these brokers’ loans were not bank balances, not actual funds, not purchasing 
power for anything other than securities They were, to an important extent 
(perhaps the bulk of the 1928-29 increase), debts of the buyers of shares to the 
sellers of shares ® Thus, large parts of these “brokers’ loans on account of others’’ 
could be used for real investment or consumption no more than they could be 
piled up as idle balances The rest of the brokers’ loans represented bank funds, 
old or new, a large portion of which entered the industrial markets and probably 
contributed to the increase in real investment and consumption that took place 
during the years under consideration For this inflationary increase stock specu- 
lation was, I believe, in no small measure responsible. 

® From September, 1927, to September, 1929, brokers’ loans of New York City banks for 
own account and for account of out-of-town banks increased by 552 million dollars while 
their brokers’ loans for account of others increased by 2,726 million dollars 



BEHAVIOR OF BANK DEPOSITS ABROAD 
By Rifat Tirana 

In most discussions on the behavior of money in general and of bank deposits 
in particular attention is almost exclusively centered on the accounts of institu- 
tions going by the blanket description of “commercial banks ” In a few cases this 
restriction of attention is dictated by the absence of complete data More gener- 
ally, however, it is due to a theoretical predilection in favor of the more familiar 
institutions one has been taught to regard as the principal channels or vehicles of 
the monetary ebb and flow The present note has a twofold purpose The first is 

1 - DISTRIBUTION OF AGGREGATE DEPOSITS 
AMONO rOUR OROUPS Of OCPOSIT-RCCCIVINO 
IN3TITUTIONS CND Of 10M 



to draw attention to the existence of important deposit receiving institutions 
other than commercial banks and thereby to point out that the usual procedure of 
Ignoring them leads to overlooking essential factors in the behavior of the 
monetary system Secondly, the note attempts to examine briefly the extent to 
which the available deposit series for certain countries abroad display, despite 
the diversity of their content and significance, common features in their broad 
movements 

The broad differences in the banking structure as between countries are illus- 
trated by Diagram 1 This shows roughly the percentage distribution of aggre- 
gate banking deposits among four groups of deposit receiving institutions other 
than central banks at the end of 1936 in nineteen countries ^ 


' The figures used are total deposits , the aggregates involve a certain amount of double 
counting because it has not always been possible to exclude interbank deposits The insti- 
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The lumping together not only of different kinds of deposits of the same type 
of institution but also of the totals of various types of deposit receiving organiza- 
tions calls for certain comments by way of justification In the first place, it 
should be pointed out that in the majority of countries the differences between 
various types of institutions are largely nominal or legal, and that such variations 
as have existed in the degree of specialization have increasingly narrowed 
throughout the postwar years Secondly, the distinction between types of deposits 
IS rarely as clear cut as it is in this country Legal definitions are not common , 
when they exist, or when convention or tradition provides for a separation of 
deposits into distinct types, such separation is often not enforced in actual prac- 
tice 

The juxtaposition of the disposable funds of commercial banks and of other 
deposit receiving institutions is justified on other grounds Broadly speaking, the 
accounts of commercial banks are affected to a very large degree by foreign 
developments, foreign trade and capital movements in the case of the bigger 
countries, and the course of foreign commerce in that of the smaller countries 
The accounts of the other deposit receiving institutions, on the other hand, may 
be said to reflect principally domestic conditions The movements of the accounts 
of these two big groups may be expected to be similar only in cases where the 
national economy is extremely dependent on foreign trade In fact, these move- 
ments are frequently divergent For these reasons the behavior of important 
deposit receiving institutions other than commercial banks throws considerable 
light on developments reflected only with a considerable lag by the accounts of 
the commercial banks An obvious example is the English building boom of the 
early thirties This boom, which is generally considered to be the major contrib- 
uting factor to the recovery in England, Sweden, and Finland, was financed 
through the building societies Equally significant are the illustrations afforded 
by Japan, Italy, and Germany, where the employment creation programs and re- 
covery were initiated outside the commercial banking system In Italy and Ger- 
many deficit financing was successfully carried through regardless of the condi- 
tion of the commercial banks which continued critical until very recently 

A detailed study of the relationships between the accounts of various groups 
of deposit receiving institutions is not possible owing to the absence of compre- 
hensive data An attempt at a rough illustration of one of these relationships may 
be made on the basis of the figures plotted in Diagrams 2 and 3 ^ These show 


tutions covered are all those for which data are available As m numerous cases compre- 
hensive data on all deposit receiving institutions do not exist, the figures used for the 
diagram tend to exaggerate the relative importance of commercial banks The division into 
four groups is approximate and not necessarily consistent throughout The first group com- 
prises all "commercial” or joint-stock banks For the United States the group includes all 
banks other than mutual savings banks The second group includes ordinary savings banks, 
postal savings banks, and other savings banks Public banks are those owned and run by 
local governments, eg, the Swiss Cantonal banks, or by the central governments, e g , the 
"Special” banks in Japan The last group is heterogeneous, and comprises one or more of 
the following types of institutions peoples’ banks, credit associations, building and loan 
associations, trust and finance companies, and mortgage or agricultural banks receiving 
deposits from the public. 

^Explanation to Diagrams Diagram 3 is drawn to a scale different from that of Dia- 
gram 2 France' A = 4 leading deposit banks (deposits include correspondent creditors) , 
B = Caisse Nationale and Caisses d’^pargne privte Italy • A 4 (3) leading commercial 
banks (deposits include correspondent aeditors) , B = ordinary savings banks and post 
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the monthly movement since 1925 of the total deposits of commercial banks and 
of savings banks in six countries. The figures are not as comprehensive as the 
yearly data used for Diagram 1, but they may be taken to be fairly representa- 
tive, on the one hand, of the movement of commercial bank deposits and, on the 
other, of the evolution of deposits with other institutions except, perhaps, for 
Italy and Japan In the case of these two countries the inclusion of the deposits 
of public banks and other credit institutions with those of the savings banks 
would probably accentuate the trend of the latter to a striking degree. 


2 -total COMMCROAL AND SAVINGS BANKS OCI>OSITS 



Attention may be drawn to three broad features disclosed by the series The 
first is the fact that the present relative importance of savings banks is not of 
recent origin or solely a product of the Great Depression The relative growth 
of savings banks and of the other deposit receiving institutions represented by 
them is a distinct postwar phenomenon which becomes noticeable with the cessa- 
tion of the inflation of the early twenties Secondly, apart from seasonal varia- 
tions, the growth of savings banks deposits has not been erratic, and, apart from 
Australia, has been in general steadily upward Thirdly, except for Australia 


office Finland: A = all commercial banks, B = ordinary savings banks, P O savings 
banks, and consumers co-operative societies Japan A = all clearing house banks, B =: 
ordinary savings banks and P. O savings banks Denmark A = all commercial banks, 
B = ordinary savings banks Australia’ A = trading banks, B = ordinary savings banks 
and Savings Bank Department of the Commonwealth Bank. 
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Evhere the two senes move in a parallel direction until the middle of 1931, the 
movement of savings bank deposits is not subject to a cyclical pattern closely 
resembling that of commercial bank deposits In fact, the two series disclose dis- 
inct divergent movements for the greater part of the period covered by the 
diagrams in the case of Italy, France, and Denmark Further, the rate of growth 
>f savings banks deposits in Finland is greater than that of the commercial bank 
deposits throughout the years under review, and a similar occurrence is observ- 
ible in Japan until about 1934.® 

3 -TOTAL COMMERCIAL AND SAVINGS BANKS OCPOSlTS 



The significance of the developments just described may now be briefly 
iscussed In passing, stress may be laid again on the obvious inference that 
lonetary analyses based on a study of commercial bank accounts alone are 
ound to be, in the case of an important group of countries, inadequate, if 
ot misleading The large growth of deposits and its increasing concentration 
1 institutions other than commercial banks are manifestations of the same 
ostwar phenomenon, namely, the growing importance of the state The shift 
rom the stocking to a deposit account no doubt played a role It would appear, 

‘Monthly data are not available for other countries where similar developments may be 
bserved From annual series it may be said, however, that the experience of Germany, 
ulgaria, Poland, Czechoslovakia, Yugoslavia and, to a lesser degree, the Netherlands, was 
roadly similar to that of France The evolution of deposit receiving institutions other than 
immercial banks in Switzerland resembles somewhat that of Denmark, while this evolu- 
on in Sweden and Norway follows largely the Fmmsh pattern Developments in this field 
t New Zealand and South Africa are not unlike those in Australia 
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however, that the main contributing factor was the increasing demand of the 
state for capital. The expenditure of this capital, together with other govern- 
mental measures, when not leading to increases in national income, tended, 
at least, to distribute that income more evenly Increases in national income 
or its more even distribution were accompanied by the development of thrift 
among classes which before the war were not accustomed or in a position to 
save, or to save to a like extent It is not an accident that the divergent 
evolution of commercial banks and of other deposit receiving institutions should 
be most marked in countries most adversely affected by the war and where 
the demand of the state for capital has grown rapidly 

These ”new*’ savings have been mostly entrusted to institutions other than 
commercial banks, namely, savings banks, people's banks, mutual credit associa- 
tions, building societies, and public credit organizations This development is 
not surprising, partly in view of the source of the savings and partly owing to 
the fact that institutions other than commercial banks bad certain distinct ad- 
vantages for the small saver They catered to his needs, often paid higher 
deposit rates, and they frequently enjoyed the guarantee of the public authori- 
ties. When this guarantee was not direct, the average depositor believed that 
deposits with savings institutions were more likely to be guaranteed by the 
state if bankruptcy was threatened than were those with the commercial banks 
The last factor, together with the existence of an intermediate class of depositors 
having no preferences in favor of commercial banks or of other credit institu- 
tions, helps to explain the inverse relationship between the movement of depos- 
its with commercial banks and other credit institutions. This inverse relationship 
IS especialy noticeable in the series given for France, Denmark, and Italy in 
Diagrams 2 and 3 In these three countries national income is or has become 
comparatively more evenly distributed and hence the intermediate class of 
depositors relatively more important Further, in the three countries, com- 
mercial banks, whether large or small, compete with other institutions for the 
savings of the small and intermediate depositors. 

The relative immunity of institutions other than commercial banks to foreign 
developments arises in part from the nature of their clientele and their 
transactions and in part from the absence of any link with the central monetary 
authorities. Few, if any, of these institutions come under the jurisdiction or 
suasion of the central bank, and they rarely have recourse to it for assistance 
This reinforces their independent position, and enables them to pursue a policy — 
usually expansionist — either in disregard of or contrary to the policy of the 
central bank This is particularly true of big organizations such as the Caisse 
de Dep6ts et Consignations in France, the Cassa dei Depositi e Prestiti in Italy, 
and the Treasury Deposit Bureau in Japan The first controls practically the 
whole of the funds outside the commercial banking system, and the last two 
manage an important part of such funds By way of summary, it may be said 
that the increasing capital requirements of public authorities have been ac- 
companied by an expansion of national income and its more even distribution 
whiA has led to the growth of thnft and credit institutions other than com- 
mercial banks, and, further, that the investment policy of these other institu- 
tions, often controlled or determined by governmental agencies, has permitted 
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in turn the public authorities “to feed on what they had created ** 

Having provided a general background in terms of which the significance of 
commercial bank deposits abroad may be interpreted, consideration may now 
be given to the movements of those deposits in certain countries abroad * The 
deposits of particular interest from the point of view of the behavior of money 
are those termed in this country “demand” deposits Before considering their 
behavior it appears necessary to examine the relation of demand deposits to 
other deposits, the significance of demand deposits in “the monetary circula- 
tion,” and the relative changes in the composition of deposits 

It has already been pointed out that there is no clear cut distinction in law 
or in practice as regards types of deposits in most countries abroad The figures 
in the accompanying table, which shows the percentage ratio of demand to aggre- 
gate commercial bank deposits at the end of 1913 and at the end of each year 
since 1925 in fourteen countries, afford, therefore, only a rough measure of 
this ratio ® 

Reference may be made to three features brought out by the table The 
first relates to the wide differences it discloses with respect to the ratio of 
demand to aggregate deposits from country to country, this ratio ranging at the 
end of 1937 from 96 3 per cent in the case of the French deposit banks to 
20 5 per cent in the case of the Swiss banks These differences rdSect variations 
in the character of commercial banking systems and in their practices and tradi- 
tions, as well as the lack of similarity in national economies and in their de- 
velopment 


Percentage Ratio or Cxjrrent Accounts and Sight Deposits to Aggregate Deposits op Commercial Banks 


EnioS 

1913 

ms 

1926 

1927 

192S 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

Argentine 

39 9 

38 0 

37 9 

37 8 

36 7 

30 9 

31 3 

28 4 

31 3 

34 6 

33 5 

31 7 

35 1 

36 1 

Australia* 

41 6 

43 3 

42 1 

40 7 

38 6 

33 ^ 

30 9 

31 1 

32 1 

33 8 

36 2 

37 2 

37 9 

37 4 

Canada 

36 2 

27 7 

27 3 

29 1 

29 0 

30 4 

27 7l 

29 5 

24 0 

25 1 

26 6 

27 1 

27 7 

27 4 

Denmark 

8 1 

27 8 

26 1 

28 0 

28 5 

27 7! 

29 1 

27 8 

28 2 

28 6 

27 6 

27 4 

28 4 

29 3 

Finland 

45 5 

23 7 

23 8 

24 3 

20 8 

19 9 

20 2 

22 2 

22 5 

23 6 

19 9 

20 3 

21 2 

22 4 

France (deposit banks) 

93 0 

96 7 

96 7 

96 9 

96 0 

92 7 

92 2 

93 8 

94 2 

94 9 

95 0 

95 2 

95 9 

96 3 

Germany (big Berlin 
banks) 

58 6 

51 6 

50 1 

42 9 

41 7 

41 8 

45 8 

52 3 

48 2 

47 3 

49 8 

47 0 

49 8' 

52 2 

Netherlands 

55 2 

54 0 

52 1 

48 1 

47 1 

46 8 

48 3 

47 1 

54 5 

55 3 

57 0 

59 9 

61 4! 

68 5 

New Zealand* 

51 4 

55 9 

52 5 

49 8 

46 3 

39 5 

32 9 

31 1 

32 9 

35 3 

39 5 

46 0 

52 7 

53 8 

Norway 

4 6 

7 2 

10 5 

9 7 

10 2 

11 7 

11 8 

11 4 

11 2 

9 9 

11 8 

13 2 

14 5 

13 8 

Sweden 

13 4 

20 1 

19 8 

19 5 

19 2 

18 9 

18 8 

17 2 

17 6 

18 6 

19 6 

21 1 

23 3 

24 6 

Switzerland 

23 5 

30 6 

31 0 

30 4 

28 7 

27 5 

15 5 

17 2 

17 4 

16 6 

15 5 

13 8 

18 5 

20 5 

United Kingdom (Lon- 
don clearing banks) 

_ 

57 6 

57 3 

56 2 

55 8 

54 0 

53 9 

50 6 

50 7 

53 0 

53 4 

55 2 

56 0 

55 6 

South Africa 

52 6 

55 6 

55 0| 

55 3 

53 8 

49 5 

1 45 6 

46 4 

47 2 

61 7 

62 2 

64 9 

70 6 

64 1 


• End of June of the following year 


Another noteworthy feature of the table is the difference in the level of the 
ratio of demand deposits as between 1913 and postwar years It will be noticed 
that this ratio during the major part of the postwar period was lower than 

*It should be pointed out that the choice of illustrative material in this as well as the 
preceding section has been restricted to data readily available at the Federal Reserve Bank 
of New York Source references have been left out in order to save space and facilitate read- 
ing The monthly data have been drawn from original official sources, while the yearly fig- 
ures are largely those contained in the League of Nations publications, m particular Money 
and Banking and the Monthly Bulletin of Statistics 

® It should not be overlooked that the figures are also influenced, inter aha, by changes 
in official classifications and in the number of reporting banks. 
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in 1913 in the Argentine, Australia, Canada, Finland, Germany, New Zealand, 
South Africa, and, to a less striking extent, in the Netherlands and Switzerland 
The explanation for this shift would appear to be found principally in the 
development of thrift and in the decline in the habit of direct investment 
prevalent in prewar days In the postwar period the commercial banks in these 
countries competed with other credit institutions for the "new’' savings of the 
lower income classes referred to in the previous section, and also offered 
facilities of deposit to those who, as a result of bitter war or early postwar 


4 - CURACNCY composition OT CERTAIN 
couNTNicai CNO or itM 



experience, preferred not to invest their savings directly but to keep them in 
safety and relative liquidity in a time or savings deposit The ratio of demand 
to aggregate deposits was, on the other hand, generally higher than in 1913 m 
Denmark, Norway, Sweden, and France In the Scandinavian countries this 
development would appear to be due partly to the postwar commercial expansion 
of these countries and the consequent rise in the purely commeraal transactions 
of the banks, and partly to the fact that the "new” depositors were catered to 
increasingly by the other credit institutions. This latter factor would seem to 
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account also for the change m the demand deposit ratio of the French banks. 

The end-of-year movements of the ratio of demand deposits in difiFcrent 
countries do not disclose a consistently regular pattern. One can, however, 
distinguish two groups of countries; namely, the ’’Anglo-Saxon’* group com- 
prising the countries of the British Empire, Argentina, Sweden, Finland, and 
Denmark, and the ’’former gold-bloc” group consisting notably of France, the 
Netherlands, and Switzerland The changes in the ratio of the first group of 
countries display broad similarities and are of cyclical significance, the latter 
will be referred to later in connection with Diagram 5 The significance of the 
annual changes in the demand deposit ratio of the second group of countries 
IS more obscure and does not lend itself easily to broad statements In general, 
these changes reflect international movements of capital or variations in 
liquidity preferences 

Only passing reference need be made to the second point raised at the open- 
ing of this section, namely, the significance of commercial bank demand or 
sight deposits in the ’’monetary circulation ” The differences in the importance 
to be attached to some of the series found below are very roughly illustrated by 
Diagram 4 The figures on the basis of which the percentage currency composi- 
tion has been computed represent the sum of commercial bank deposits, and 
notes and coins in circulation less amounts estimated to be held by central 
banks The total, therefore, excludes central bank sight deposits and note and 
com holdings of commercial banks 

The significance of changes in the relationship between commercial bank 
demand and time deposits in countries where English banking practices prevail 
has been explained in some detail by Mr Keynes ® It will suffice, therefore, to 
restate this briefly, and then to examine the actual changes in this relationship. 
In countries where English banking practices prevail one may distinguish two 
categories of time (’’savings” in Keynesian terminology) deposits. The first 
type represents the accounts of owners of wealth who, for various reasons, keep 
this wealth in the form of time or savings deposits. The second category 
represents the accounts of business and other people who, in Keynesian ter- 
minology, are ordinarily ’’security” holders The amount of the former cate- 
gory, due to Its origin, may be expected to change slowly, whereas the amount 
of the latter will vary with changes in the market sentiment — ^bearish or 
bullish — of the holder of the account Sudden or wide changes in total time de- 
posits are, therefore, likely to reflect changes in the second category of time 
deposits They may also represent a transfer from demand to time deposits; 
the latter earn more interest, and are usually withdrawable at short notice An 
increase in time deposits either absolutely or relatively to demand deposits has 
important deflationary effects A shift from demand deposits entails a corre- 
sponding contraction of the means of payment where banks work to a stable 
cash ratio against aggregate deposits 

The movements of commercial bank demand and time deposits may be 
examined on the basis of the absolute monthly figures for these deposits in 
Australia, Ginada, England (London Qearing Banks) and the Argentine 

* A Treatise on Money, Vol I, Qiap 3 and 15, pp 249-257, and Vol. II, Chap 23. 
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plotted in Diagram 5 ^ The sum of the two series represents aggregate deposits 
except in the case of the Argentine where this would include a relatively in- 
significant and stable group of ' ’miscellaneous accounts” comprising chiefly 
judicial deposits. 

The series for Australia and the Argentine may be considered first The fall 
in raw material prices affected both countries about 1928, and the low point 
of business conditions was reached in 1931-32 In the early phase of the de- 
pression time deposits rose faster than demand deposits, to be followed later by 
a fairly sharp decline in demand deposits while time deposits remained rela- 
tively stable Though both countries tried expansionist schemes in a halfhearted 
and unsystematic manner about the depth of the depression — in Australia the 
Premiers’ Plan of 1931 and in Argentina the rediscounts of commercial paper 
by the Banco de la Nacion with the Caja de Conversion of 1931 and 1932 
and the Patriotic Loan of 1932 — ^the course of economic conditions was de- 
termined essentially by foreign trade developments The improvement m the 
foreign trade of Australia came much earlier and was on the whole more sub- 
stantial than that of the Argentine thanks to developments in the wool market 
This improvement was accompanied by a fairly steady rise of demand deposits. 
Time deposits remained fairly stable until the middle of 1934, when trade 
conditions had improved substantially, fell thereafter, to pick up again in 1937 
and 1938 when the value of exports ceased to rise and the export surplus was 
shrinking The movement of the two series in the Argentine was closely parallel 
from the severest phase of the depression until the second quarter of 1935 
The substantial rise in the value of the export surplus from that date until 
the second quarter of 1937 was accompanied by an expansion of demand deposits. 
With the gradual disappearance of the export surplus during the remainder of 
1937 and the emergence of a trade deficit in 1938 demand deposits fell sharply 
and time deposits showed a rising tendency 


’Detailed classifications of demand and time deposits are generally not available The 
following annual figures relating to the Canadian chartered banks are available as from 
October 31, 1934 Though not as illuminating, they invite comparison with the analogous 
data on American banks published in the Federal Reserve Bulletin of September, 1936, and 
October, 1939 Such a comparison, however, is beyond the scope of this note 

NUMBER AMOUNT 

Thousands MilUons of Dollars 


As at October 31 

1934 

2955 

1936 

1937 

1938 

1934 

1935 

1936 

1937 

1938 

Demand deposits 

|1,000 or less 

11.000 to 19,000 

15.000 to 125,000 

580 9 

574 3 

580 0 

596 8 

604 5 

71 8 

76 0 

81 7 

84 9 

88 1 

35 3 

39 3 

43 6 

47 4 

50 1 

72 3 

80 1 

89 7 

97 8 

102 4 

8 6 

9 4 

10 5 

11 4 

12 0 

88 7 

95 4 

108 4 

114 8 

121 5 

125,000 to 1100,000 

1 9 

2 1 

2 3 

3 5 

2 7 

87 5 

99 7 

107 7 

115 5 

125 4 

Over $100,000 

6 

8 

7 

8 

9 

218 4 

271 0 

279 8 

264 1 

306 1 

Ad)ustment items 

— 

— 

— 

— 

— 

+3 9 

+2 7 

—3 0 

+2 0 

+5 8 

Total demand 
deposits 

627 3 

625 9 

673 1 

660 0 

670 1 

542 4 

624 9 

664 3 

679 1 

749 4 

Notice deposits 

$1,000 or less 

3766 0 

3716 3 

3664 8 

3770 7 

3797 5 

416 5 

425 9 

432 5 

456 0 

452 8 

$1,000 to $5,000 

246 1 

263 4 

268 5 

274 8 

284 2 

485 7 

518 5 

537 1 

551 4 

571 7 

$5,000 to $25,000 

28 9 

32 5 

34 2 

36 3 

38 1 

249 6 

280 9 

297 6 

315 6 

331 0 

$25,000 to $100,000 
Over $100,000 

1 9 

2 3 

2 3 

2 4 

2 5 

82 6 

99 8 

99 1 

103 6 

111 9 

4 

5 

5 

5 

6 

131 6 

136 2 

141 3 

154 1 

185 2 

Adjustment items 

— 

— 

— 

— 

— 

+4 2 

+4 3 

+2 6 

+3 0 

+3 2 

Total notice 
deposits 

4043 2 

4015 0 

3970 3 

4084 8 

4123 0 

1370 2 

1465 6 

1510 3 

1583 7 

1655 8 
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The movements of the two senes for Canada^ and England do not disclose 
any striking similarity until after the early part of 1933 From the beginning 
of 1926 to the end of 1929 total deposits rose sharply in Canada whereas the 
rise in England was only moderate. During the same period the ratio of demand 
to time deposits increased steadily and substantially in Canada, while in England 
this ratio showed a distinct declining tendency These differences are not sur-» 
prising in view of the divergencies during this period in the industrial and 
trade development of the two countries. From the end of 1929 to the early 



part of 1933 the movements in the two countries are dissimilar and the positions 
somewhat reversed In England total deposits did not begin to fall until after 
the end of 1930, the fall was moderate and short lived, ending early in 1932. 
In Canada, on the other hand, the dechne in total deposits began at the end 
of 1929, was sharp and lasted till the early part of 1933 In England the ratio 
of demand to time deposits fell sharply only during the last quarter of 1931 and 
the first quarter of 1932, while the fall in Canada was heavily downwards from 
the end of 1929 to the second quarter of 1933 The differences in the monetary 
and exchange policies pursued in the two countries during this period are too 
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familiar to require repetition. It may be recalled, however, that although the 
Canadian government — the Bank of Canada began to function only in March, 
1935 — took expansionist steps in 1932 and 1934, the improvement in monetary 
and business conditions did not set in until after the foreign trade balance 
began to show a decided upturn The movements of the two series since the 
low point of the depression have been broadly similar ; total deposits showed a 
steadily rising tendency throughout the period under review, while the ratio 


OtAGRAM 6 



of demand to time deposits displayed a similar tendency until the end of 1936 
in England and to the end of the following year in Canada 

Attention may finally be turned to the behavior of demand deposits and to 
their rate of turnover. Diagrams 6 and 7 show the quarterly movement of these 
two series since 1929 m eight countries The rate of turnover or velocity has 
been calculated by comparing changes m bank clearings (bank debits for 
Canada) with changes in demand deposits (current accounts and sight deposits 
in the diagrams) . As the purpose of these diagrams is to illustrate broad move- 
ments in direction and not precise changes in degree, no attempt need be made 
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to explain the content or the limitations of the clearing figures or to justify 
the use of these indices as tough measures of the velocity of deposits® 

The noteworthy features disclosed by the two diagrams may be summarized 


diagram 7 



m terms of the phases of the business cycle in the various countries under 
review ® In the depression phase of the cycle the movement of the two series 
in all the countries considered is broadly similar, the velocity of circulation 


* See, for example, Keynes, A Treatise on Money, Vol II, Chap 24, and Memorandum 
No 74 of the Royal Economic Society, Statistics on Monetary Circulation in England and 
Wales, 1919-37 This last source has oeen used for England for which the sum of Country 
and Provincial clearings, seasonally adjusted, has been taken The demand deposits have 
been adjusted by taking each month of 1929 as 100 for each corresponding month of 
following years The clearing figures for other countries are the senes published by the 
League of Nations m Money and Banking and the Monthly Bulletin of Statistics For 
clearings and deposits the monthly average of 1929 = 100 
®The course of the business cycle in this context has been judged in terms of various 
economic senes available, e g , indices of industrial production, the value of foreign trade, 
the movement of wholesale prices For reasons of space, no attempt has been made to plot 
these series or to relate them to those given in Diagrams 6 and 7 It may be recorded, as a 
matter of historical fact, that for a large number of countries the movement of the mone- 
tary series precedes, accompanies, or follows closely on that of the economic series in a 
fairly striking manner. 
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of demand deposits fell more than demand deposits The experience of the 
eight countries was divergent, however, in the early upward phase of the 
cycle In one group of countries (England, Sweden, and Finland), recovery 
from depression was accompanied first by a rise in the volume of demand 
deposits, a similar movement in their velocity following later In another group 
of countries (Japan, Canada, Australia, and the Argentine) , recovery was char- 
acterized in the first instance by a rise in the velocity of circulation of deposits 

8 * LONDON CtXARING BANKS 

Itat a 100 


ACA CENT 




The increase in the volume of deposits followed soon after in Canada and 
Australia, but was considerably more moderate than that of their veloaty. In 
Japan the movement of the two series was, in fact, divergent for over a year 
In the Argentine velocity rose, but the volume of demand deposits remained 
practically stationary during the whole of the early phase of recovery France 
stands by itself Such recovery as there was from the lowest point of the depression 
reached in the middle of 1932 was accompanied by a rise in velocity simultaneous 
with a decline in the volume of demand deposits 
The movement of the two series becomes even more divergent in the later 
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stages of the upward phase of the business cycle In England, Sweden, Finland, 
and Japan this phase is characterized primarily by a marked and steady increase 
in the volume of demand deposits This increase in volume was accompanied 
in England and Japan by an absolute decline in velocity, while in Sweden and 
Finland the rate of turnover of deposits tended to remain stationary In the 
remaining countries the later stages of the upward phase of the cycle are char- 
acterized on the whole by a similarity in direction and degree in the movement 
of the two series But even in the case of Canada, Australia, and the Argentine 
a divergence in the movement of the two series begins to manifest itself as from 
the beginning of 1937 following on a cessation of the rate of increase in the 
value of exports and a deterioration in the foreign trade balance 

It remains to inquire whether the two general tendencies which are disclosed 
by Diagrams 6 and 7 with respect to most of the countries under consideration 
(namely, the tendency towards a lower level of velocity of circulation of de- 
mand deposits and the tendency for an increase in the volume of deposits to be 
counteracted by a reduction in the efficiency with which they are used, or, in 
other words, by an accumulation of idle balances and vice versa), are exclu- 
sively or largely phenomena of the last decade. It has not been possible to 
prepare extensive data for a number of countries, but Diagram 8 throws some 
light on developments in England at least This shows the relative monthly 
movement of three relevant senes for the decade prior and subsequent to 1929 
The diagram confirms the statement made in connection with the table on 
page 97 with respect to the postwar declining tendency of the ratio of demand 
to time deposits (line C) The movement of this ratio in an upwardly direc- 
tion since 1933 does not invalidate that statement, the relatively low rate of 
interest paid on time deposits since that date was foregone by many in favor 
of the ability to withdraw deposits without even a short notice, and conse- 
quently induced a shift to demand deposits of some of the deposits formerly 
held on a time account The two decades stand in contrast as regards the relative 
movements of the other two senes. It will be noted that the volume of demand 
deposits, after the decline consequent on the liquidation of the postwar inflation, 
was on the whole relatively stable, and that the recovery from the depression 
of the early twenties was accompanied exclusively by a rise in the velocity of 
circulation of these deposits The recovery from the depression of the early 
thirties, on the other hand, was characterized by a steady rise in the volume of 
deposits pan passu with a more or less continuous fall in their velocity The 
recent characteristics of the two series would most probably remain essentially 
as disclosed by Diagram 8 even if allowance were made for the transference of 
idle balances from time to demand deposits 



ROUND TABLE ON PROBLEMS IN THE TEACHING OF ECONOMICS 
Raymond T. Bye, Chairman 

Three papers were presented at this round table. *'The Teaching of Contro- 
versial Questions,” by Broadus Mitchell, “Revision of the Elementary Course,” 
by Amy Hewes, and “The Use of Economic Principles m the Teaching of 
Applied Subjects,” by William W. Hewett. Paul M. O’Leary and Maynard 
Krueger led the formal discussion which was participated in by speakers from 
the floor. Paul F. Gemmill presided in the absence of the chairman, who was 
prevented by an injury from being present. 

Broadus Mitchell^- In political economy we evolve our doctrines as our 
practices evolve, for we learn by living This is lesson number one in the teach- 
ing of political economy there is no absolute, trends irf thought follow trends 
in performance. Accordingly, economics, in its historical sweep, is grandly 
inductive And since practice is constantly changing, it is the ever present duty 
of the teacher of economic principles to interpret each new adventure that 
evolves He must not only explain the event but he must decide which 
experiments are evanescent and which are destined to remake the prevailing 
rules 

Now when a controversial question comes to the fore, the teacher of 
political economy is frequently enjoined to treat it as though it were isolated 
in time, a thing to be decided on its separate merits He is asked to **give both 
sides” and “to preserve an objective attitude ” There doubtlessly are economic 
asteroids, as it were, floating about the universe, magnetically unjoined to any 
larger mass But matters of larger moment are not so individualistic and dis- 
connected. Such matters fit into a pattern in the mind of the well-informed 
teacher They belong to a sequence which he thinks he discerns and have their 
places in a generalization. Thus, it is a shallow and immature perception that 
regards, say, relief legislation or antitrust acts as objects of scrutiny for their 
own sakes Any teacher who is likely to be instructive to his students must 
observe certain tendencies and try to project those trends Of course, he will 
value details, explore doubts, and beg refutations But more than that, honesty 
will compel him to interpret the issue at hand, to assign causes and seek conse- 
quences, according to the rhythm of the theme of evolution that he has in his 
head 

The notion that the teacher may be neutral is obviously absurd. Is the blind 
to lead the blind ^ The simplest fact, so called, can scarcely be conveyed without 
indicating the impulse behind it and the force which follows from it. Insistence 
that the teacher should never indoctrinate has gained acceptance from the 
emphasis laid upon the quantitative method in economics The ambition to 
make of economics an exact science prompts the exclusion of opinion Qualita- 
tive judgments are to be eschewed while the symbols of the formula and the 
graph are accepted as servants of truth 

I am inclined to believe that political economy is more an art than a science, 
that design for the future may be joined to derivation from the past. Economic 

* In the absence of Professor Mitchell, his paper was read by Meno Lovenstem 
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determinism means that prior conduct has a bearing upon subsequent develop- 
ment, but does not forget that what we do now helps to shape the compulsions 
under which we shall some day rest The wish need not be impotent in economic 
affairs Exhortation and moral force may be as powerful as economic events 
Consider how one field after another, supposed to exemplify the action and 
interaction of almost mechanical impulses, has been invaded by extra-economic 
designs, so that the automatic has given way to the induced result Foreign 
exchange, for example, sometimes pictured as an area in which insensate 
economic electrons collided, has been disarranged, even destroyed, by the 
passions of peoples It is therefore of utmost importance to note, when trying 
to discern the economic future, what stands in the foreground of the present 
For at a particular time, the enduring of hunger for the sake of a shibboleth 
may seem more desirable than full bellies 

Premising, then, the belief that economics is as much an art as a science, 
It becomes obvious that we must prepare practitioners They will all use the 
same materials but the pictures they will paint with them will be as different 
from each other as streaks of yellow ochre are from a painting of sunlight 
Some say that we should not surrender to apparent imponderables by con- 
tenting ourselves with qualitative judgments about them, but should organize 
a statistical attack But the teacher cannot be a cipher in his own equations He 
knows that what often pass for objective, economic forces are truly the ex- 
pressions of individual or, oftener, group interests It is usually the cry of a 
vested interest or of someone who has never heard the teacher in his classroom' 
that forces the theses of teachers of political economy, fraught, as they often 
are, with important social implications, into the category of imponderables 
We can turn out plenty of teachers well enough acquainted with economic 
literature and able to give an orderly account to classes But they are sterile, 
and wake nothing m their students, unless they see beneficial drifts in society 
and do what they can, in the classroom and out of it, to help these forward 

Amy Hewes* There are four major criticisms which have been leveled 
against the introductory economics courses found in American colleges today 
first, that they have no clear objective, second, that they lack any semblance 
of unity, having become mere hodgepodges of unrelated subjects, third, that 
they are already so overcrowded that adequate treatment of the content is im- 
possible, fourth, that the college students admitted to them are without the 
necessary background, an objection made very emphatic in the case of freshmen 
As for the lack of clear objective, it must be said of the introductory course 
that two goals are generally acknowledged: to prepare students for specialized 
branches of the subject, and to make comprehensible to the student the working 
of the major economic institutions, the manner in which they came into being, 
and the methods by which they may be controlled. The requirements for bring- 
ing about the latter, and more important, of these goals are seldom met They 
rest upon a program which takes frankly into account the changing character 
of the processes which are its subject matter and the fact that different students 
will quite certainly get to work most effectively in quite different ways 

Textbooks, while they are valuable as ready reference, cannot be relied upon 
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to point out these ways to the teacher For the most part they leave the im- 
pression that with the passing of free competition there is no body of theory to 
offer, that immediate problems only need engage our attention, and that we 
must start pretty well from scratch in working them out This deprives the 
beginner of learning something of great value in discovering why doctrines 
were discarded But even the excellent text should not take the place of 
constant planning of the course to keep objectives clear Being the most im- 
portant course offered, the introductory course should always be given by 
experienced teachers in small sections with abundant opportunity for the student 
to discuss the new material, relate it to his own experience, and express his 
reactions in two or three carefully prepared papers on which a conference is 
given him. 

The objection that the course lacks unity must be examined in relation to 
the whole state of economic thinking today. Certainly at is far more important 
to perceive at this time that change is taking place than to evolve a formula. 
Human relations are now seen not to have the permanence attributed to them 
by the classicists and it is dangerous to assume ’normal equilibrium” for the 
sake of the desired unity As persons living in a changing system, as well as 
economists, it behooves us to do all we can to discover the nature of that 
change and the possibilities of conserving a measure of freedom and increased 
security under new conditions. To the extent to which the determination of 
price levels turns out to be a key to control, all that the past and present con- 
tribute to an understanding of them deserves a place in the introductory course, 
with no limits upon diagrams, schedules, and actual, not hypothetical, statistical 
data Physiological and psychological factors in economic life must also be 
considered. It is no longer possible to make the subject the study of a static 
system and old unities must be sacrificed in order that new unities may be 
learned 

There is a wide consensus as to the validity of the criticism which maintains 
that the beginning course is overcrowded One remedy would be to eliminate 
all statements of theory — at least all history of economic thought — and offer 
them in a separate course also required for those students who wish to specialize 
But the introductory course must give the student some idea of the boundaries 
of the whole subject, must give some catalogue of content as well as some 
elementary acquaintance with the tools to be used in studying it, including 
economic history, statistical method, and accounting. Yet, because a full treat- 
ment is impossible, it would be best to select some one central problem in such 
a field as agriculture, or even public finance, and let it stand for the whole 
field The student who knows some section, no matter how small, of a field 
thoroughly has gained more competence and is more likely to continue a 
scholarly program than the student who has scrambled over the whole territory. 
But care must be taken in cutting down the content of the course to indicate 
clearly that there are fields of inquiry which the student has not investigated 

In the criticism that the student has not the qualification necessary for the 
subject may he the reason why things are not as they should be. For the greater 
part, students in the introductory course are still economic dependents and have 
not been required to fit themselves into the discipline of a factory or office. It 
IS therefore not surprising to find that they lack familiarity with a variety of 
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economic relationships and manifest little curiosity as to how and why the 
economic system works as it does. 

Ways must be devised to make the work-a-day world realistic to the student 
observer who does not have the feel for the material he studies Visits to fac- 
tories, power plants, and stock markets prove valuable in this respect. Constant 
use should be made of the daily newspaper and of the excellent moving pic- 
tures now available Debates over matters of current popular concern teach the 
student how to make use of basic materials and familiarize him with a variety 
of points of view and persons hitherto unknown to him And a study of some 
basic industry, such as steel, permits abundant illustration of the trends in 
corporate enterprise, price phenomena, foreign sales, and industrial relations, 
all in terms of material high in public attention at the time. 

The objective of the introductory course may be high and wide but it may 
be clearly seen in the effort to understand economic institutions in their inter- 
action and their effects upon the behavior of men, with a view to learning 
the controls which will make for more satisfactory living — for a bigger and 
better product and a more even distribution of that product 

William W Hewett ^ I agree with those writers who maintain that eco- 
nomic theory should be a unifying agent that specialists in the fields located 
on the periphery of economics could ignore only at the risk of placing their 
reputations as specialists in peril The general body of economic theory, or 
economic principles, should supply necessary analytical tools for special fields 
of inquiry Its subject matter should include such subjects as insurance and 
marketing, treated not as business techniques but as integral parts of the 
economic process And the teaching of courses in applied economics m Ameri- 
can colleges should not be so dominated by the growth of business education 
that the connection between economic theory and the problems usually discussed 
in association with these subjects atrophies 

We generally require a course in principles of economics as a prerequisite to 
such courses as public finance, labor problems, transportation, public utilities, 
etc Actually, after completing his first course in principles the student never 
comes in contact with this field of inquiry up to the day he graduates, except, 
perhaps, for some occasional senior work in economic theory and the history 
of economic thought in the graduate school. This is so because the customary 
courses in applied economics have lost contact with one of their primary 
objectives — the application of economic principles, and have gradually become 
adjuncts of commerce rather than of the social science of economics This point is 
well illustrated by public finance and labor problems, to cite only two cases of 
this situation 

Public finance has evolved from an integral division of political economy 
in Adam Smith and John Stuart Mill into a modern study that makes little 
mention of economic theory This is most lamentable when we consider the 
fact that there is no field of inquiry in which economic theory has more to 
contribute than in the manifold aspects of raising and expending public rev- 
enues. Yet the specialist fills his volume with extensive details of tax admin- 
istration, the classification of tax systems, constitutional limitations, budgetary 
procedure, and the like. He makes little mention of such splendid problems as. 

* To be published m full in the June issue of the American Economic Review, 
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the effect of special taxes, especially highly progressive taxes, upon capital ac- 
cumulation; the consequences of public borrowing in competition with private 
borrowing upon the economy as a whole, the different effects of different 
specific taxes and forms of public borrowing upon the distribution of wealth 
and the direction of production, and so on 
A second field that has sadly neglected the use of economic principles as tools 
of analysis is that of labor problems Many teachers even believe that a course 
in labor problems can be given at any point in the curriculum But any course 
that faces squarely the basic issues of labor problems must be built upon a 
firm foundation of economic theory A study of the general problem of un- 
employment, for example, must begin with a firm grasp of Say’s law in its 
present-day dress. And no course in labor problems has earned a right to be 
listed as an offering in economics that discusses the wage and hour law with- 
out tracing its consequences in terms of the best wage And general distribution 
theory It must ask, among other questions Can such a law raise the general 
wage level ^ The study of the struggle between the A. F. of L. and the CIO 
introduces the problem of the elimination of skills with the progress of tech- 
nology. What does this mean in terms of noncompeting groups, wage structure, 
the distribution of the national dividend^ But do our texts deal with these 
vital issues? No, they present instead chapter after chapter of descriptive ma- 
terials on the classification of trade unions, history of the labor movement, 
structural aspects of unionism, and the like 

What has been said of public finance and labor problems is also true of gov- 
ernment and business, marketing, transportation, etc Is the failure of economic 
theory to unify the applied fields an inevitable result of the limitations of that 
body of theory, or is the answer found in the surrender of the specialist to 
the popular clamor for, and growth of, schools of business and commerce? 
Why not strike out on a new road along which the kit of tools known as 
economic theory will be utilued in the study of the operation of the economy 
as a whole? The task of professional economists is not completed until the 
mass of material they acquire about economic life, institutions, and techniques 
has been analy2ed by the direct application of economic principles 

Paul M. O’Leary: Obviously we cannot avoid dealing with controversial 
issues in teaching economics at the beginning level or any other level Cer- 
tainly we should try to show our students the relativity of economic doctrines 
and principles to the changing social circumstances surrounding their forma- 
tion. Above all things we should make it clear to our students that there is 
extant no body of economic laws or principles which in any final sense 
justifies or validates any particular kind of social order against other conceivable 
kinds. And we must never forget that freeing the minds of students from 
economic superstition, from blind bowing before totem poles of thought, and 
from being tyrannized by a jargon of economic "laws,” is in itself a stupendous 
task, the partial accomplishment of which is a real achievement for any teacher 
of any course in economics 

I agree with Professor Hewett that the numerous advanced courses given 
in departments of economics should be unified around some central organon 
of thought to which the student should be introduced early in his career. 
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Undergraduate courses in money and banking, labor problems, public finance, 
etc , should not aim to produce specialists but rather to develop in the student 
some degree of sophistication sdjout the world in which he lives But what is this 
organon of thought to which Professor Hewett would introduce beginning stu- 
dents and around which he would center specialized courses^ Professor Hewett 
is not very specific upon this matter. I am skeptical about the possibility of 
equipping beginning students with an apparatus of thought that will enable 
them to solve the problems that Professor Hewett raises under the heading 
of public finance But I do agree that it is better to devote our efforts to 
making students see what are the important problems and to making them 
aware of the nature of "special interests” that want the problems answered 
in particular ways than to load them down with a mass of so-called "facts” 
and a lot of descriptive detail 

I do not think we should surrender the fort to those of our number who 
believe that one has done something new and important when one writes an 
economics text with all value theory omitted, and with no mention of the 
word equilibrium This does not mean that we should not be open minded 
toward so-called "social science survey courses” that make an honest effort to 
show students what society looks like in its various aspects and something 
about how it got that way While they have not usually been so, such courses 
can be conceived and taught to simplify our task as teachers of economics 
It IS in our interest to see that they are After all, we as economists have 
no particular right to be hoity-toity toward the other social studies We have 
shown at best only moderate powers of prediction and control during a period 
of time when it has been vastly important for such powers to exist But it 
must also be said, on the other hand, that what looks like a sad showing on 
our part is due partly to the presence of charlatans among us who claimed 
too much power, and partly to the fact that we were asked at a relatively late 
date to prescribe completely painless remedies for a patient who refused 
to follow our advice in the past 

We would all do well to follow Professor Hewes in constantly bearing in 
mind the importance of remembering what kinds of young people we have 
to work with, how immature and unsophisticated they are in matters economic, 
how essential it is for us not to take too much for granted, and how wrong 
It IS for us to pretend to be able to enlighten them more than we really can 
We must not let our professional absorption in the subject matter of our dis- 
cipline lead us to forget the kind of young animals we are supposed to en- 
lighten. 

Maynard Krueger expressed the view that there is too much emphasis on 
scholarly research in our universities and colleges and not enough on the de- 
velopment of effective teaching Discussion from the floor covered a wide 
range of topics There was general agreement that further sessions devoted to 
the problems of teaching economics would be desirable, and Professor Gemmill 
was instructed by an overwhelming vote to convey to the officers of the Asso- 
ciation on behalf of this round table the recommendation that such sessions be 
made a regular feature of our annual programs henceforth. 



ROUND TABLE ON PRICE CONTROL UNDER *TAIR TRADE” 

LEGISLATION 

Ewald T Grether, Chairman 

An abstract or summary is presented herewith of the papers delivered at 
this round table by Corwin D Edwards, ‘‘Appraisal of Fair Trade and Unfair 
Practice Acts”^, Harry J Ostlund, ‘The Effects of the Fair Trade Laws in the 
Drug Trade”, and Reinhold P. Wolff, ‘‘European Experience with Price Con- 
trols 

The state laws permitting resale price maintenance on the part of manu- 
facturers now effective in forty-four states are commonly entitled ‘‘fair trade” 
laws The round table was planned to include, also, the ‘‘market floor” or 
‘‘minimum price” and price discrimination statutes, bilt the discussion became 
centered almost entirely upon the fair trade laws except for a brief discussion of 
the former by Dr Edwards 

Corwin D Edwards Except for the harassment and abuse which may de- 
velop under minimum price laws, there is little reason to believe that, in 
their present form, they will do much either to harm the consumer or to 
help the groups which have advocated them There is danger, however, that 
when the principle of a minimum price has been well established the level of 
the price will be raised These possiblities for the future, and the private 
perversion of the law at present, constitute the most serious dangers in this 
type of legislation 

The so-called “nonsigners* ” clause is the heart of the fair trade statutes 
It permits two private persons, by a private contract between themselves, to 
control the prices which are to be charged for the same commodity by everyone 
in the state The theory upon which such grants of power have been successfully 
defended in the courts is that the fixed price is necessary to protect the good 
will attached to the brand or trade-mark and that the public interest will be 
safeguarded by competition between this brand and others This whole view 
of the matter has been an elaborate fiction Not manufacturers, but retailers, 
particularly in the drug trade, have been the promoters of the resale contract 
laws and of the contracts under them 

The effect of this system of control upon retail prices, as distinguished 
from markups, has been a matter of sharp dispute Opponents of the laws 
have foretold large increases in retail prices Advocates of the laws have 
prophesied at least two different and conflicting results. At times they con- 
tend that the higher prices of goods formerly sold on a cutthroat basis are 
more than offset by the reduced prices of other goods upon which retailers 
are willing to bring prices down toward the contract minima There is a pleas- 
ant drollery in this effort to convince the public that organized retail groups 
are willing to fight for devices to reduce their own operating margins More- 
over, It IS clear that the drive to secure contract protection of the entire list 
price IS designed to terminate any such source of price productions. At other 


‘ These papers are to appear in completed form in the Journal of Marketing, 
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times the intention to raise distributors* margins is admitted, but the increase 

15 attributed to a reduction of manufacturers' wholesale prices rather than to an 
increase in retail prices 

As in any widespread price adjustment, one can find instances of any pattern 
he IS looking for Obviously some retailers who formerly quoted manufacturers’ 
list prices on certain items they seldom sold because of price competition are 
now willing to reduce the prices of such items in order to announce that no- 
body can now sell cheaper In general such reductions have come in the smaller 
outlying stores Obviously, too, the mass outlets which set the pace in price 
cutting and the distributors who found it necessary to meet these low prices 
are forced to raise prices upon the items they formerly cut Early in 1938 the 
average increase on price-maintained drug items in Macy's was between 15 and 

16 per cent Obviously some manufacturers who regard their products as vul- 
nerable to substitutes and who have profit margins which will support a price 
cut will seek to protect their sales by avoiding any considerable rise in the re- 
sale price, either by establishing a low contract markup or by lowering the 
wholesale price Other manufacturers, more confident of the consumer’s good 
will and less willing or able to reduce their own margins, will raise retail 
margins and prices together Similarly, the process of making contracts involves 
the jockeying of wholesalers and retailers against each other, to determine 
whether the margin of either shall increase at the other’s expense 

The full effect upon retail prices probably has not yet been felt The chief 
concern of organi 2 ed retailers has been to get all manufacturers to issue con- 
tracts, and demands which might frighten some manufacturers away have often 
been officially discouraged The journals of the drug industry have reiterated 
the statement that prices must not be pushed up too fast and that retailers 
must have patience with manufacturers who intend to make a series of small 
price increases rather than one large one The eventual effect of the program 
upon retail prices must depend upon such questions as the degree to which 
{private brands are substituted for manufacturers’ brands, the efficiency with 
which systems for discovering and suing violators of the contracts can be 
worked out, the extent to which manufacturers are willing to reduce their own 
profit margins in order to keep retail prices low, and the degree to which 
retail costs are raised by a shift of sales emphasis from price to other forms 
of appeal 

The direct effect of resale price contracts upon the level of retail prices is 
probably not the most significant aspect of these contracts The contracts neces- 
sarily destroy the opportunity for leadership by any distributor in reducing 
prices and operating margins Ostensibly striking at loss-leader selling tactics 
by mass distributors, they are ill-adapted to check such tactics, for mass dis- 
tributors can readily develop private brands as leaders The contracts are well 
adapted, however, to prevent the general price policy of a distributor from re- 
flecting his relative efficiency and to prevent competitive pressure from push- 
ing distributors toward greater efficiency and lower operating margins 

It appears probable that resale price contracts can 1^ adapted to only a 
minority of our total retail sales In some industries products are not identified 
by trade-mark or brand. In others, an eflfort to maintain prices would lead to 
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buying on specification, the victory of distributors’ private brands, direct sale 
from manufacturer to user, or some other means of escaping the contracts 

Both the minimum price laws and the resale contract laws express the re- 
sistance of established distributors to change. Economists have often pointed 
out that progress in distribution has not kept pace with manufacturing, and 
that costs of distribution should come down. New types of distributive enter- 
prise which offer promise of such a development are the targets of this re- 
strictive legislation Tlm^ these laws are Jhe ^stributional prototypes of the 
earlier statutes by which a han^ra?t society sought to limit or prevent the 
g pwth of modern manufactur e Public bodies have no doubt been more 
receptive to such legislation because some of the new distributional forms are 
large enterprises, which, it is thought, may become monopolistic A vigorous 
antitrust policy could have dealt with the danger of monopoly, and still can, 
whereas the resale price statutes themselves create new ^chances for collusive 
restraint of trade 

Harry J Ostlund A portion of Professor Ostlund’s remarks was devoted 
to a description of the survey being conducted under his supervision for the 
National Association of Retail Druggists His conclusions concerning the effects 
of the fair trade laws in the drug trade were as follows 

In spite of the fact that there are no quantitative data as yet available, there 
are still a few observations which appear to date to be entirely justified (1) 
The immediate effect of retail price maintenance appears to be a reduction 
of the spread between the highest and the lowest prices But the range of 
prices between the highest and lowest that now prevail is apparently still 
greater than the range in costs as between the highest- and lowest-cost dis- 
tributors (2) It appears definitely that the so-called ‘'minimum” prices have 
not become the maximum taking the industry as a whole (3) Competition 
as between manufacturers appears very definitely to have been greatly inten- 
sified as a result of price stabilization policies (4) Manufacturers, by virtue of 
retail price maintenance, have been to a certain extent put in a position where 
they are forced to take some of the brunt of the retail competitive price situa- 
tion. (5) If a manufacturer finds it necessary to reduce the minimum price at 
which he wants his goods sold, or to reduce in any measure the gross margin 
allowable to his distributors, he is still in a position where he can control such 
an adjustment so that the relatively narrower margins allowed to his distributors 
will still be to a measure protected, thus resulting in retaining his market and 
retaining at least a degree of good will on the part of his distributors (6) 
There is no indication that loss leaders will be done away with in the retail 
drug trade any more than in any other, but it does seem evident that from 
now on no manufacturer, unless he wishes to, will have to have his product 
used as a loss leader. (7) There is no direct evidence to the effect that all 
manufacturers in the drug or any other industry will find it expedient to attempt 
to control the retail price of their commodities. (8) There is no indication 
that resale price maintenance on the part of manufacturers is any particular 
boon to the genuinely ineflEcient small retailers (9) Finally, we would like to 
point out that up to the present time the most that students of the drug in- 
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dustry or any other industry can know about the effects of fair trade laws is 
the immediate effects. It will take a good many years before it will be possible 
to know what the basic effects really are. 

Reinhold P. Wolff Foreign experience with price maintenance cau- 
tions against overrating the issue. Fixed retail prices in Europe have neither 
raised general price levels nor to any considerable extent created price uni- 
formity The policy has not checked the growth of large-scale retailing; nor 
has it contributed much to spread of government intervention It has only re- 
motely contributed to the growth of fascist ideas in Central Europe Equal 
sociological conditions are likely to produce economic problems in equal set- 
tings Despite the discrepancy that exists here and abroad in economic thought, 
government attitude, and legal setup, the problems of resale price maintenance 
are strikingly similar all over the world. They reflect identical social forces that 
generated the policy and produced similar economic effects Similar to the 
United States, resale price maintenance in the three chief industrial countries 
of Europe, namely, Great Britain, Germany, and France, is an outgrowth 
of large-scale distribution on the one hand and of the triumphant progress 
of the packaged article on the other hand 

Fundamental differences in government and law have not affected the es- 
sence of the problem Almost simultaneously Germany and its legal satellites 
on the one hand and the Roman Code civil countries on the other hand adopted 
the doctrine that acquisition of protected articles from contract breaking dealers 
for the purpose of selling them as loss leaders constituted unfair competition 
In Great Britain the courts have not gone to the continental extreme of de- 
claring price cutting illegal Practically a similar result was obtained, however, 
by tolerating trade boycotts against price cutters In form, too, the world- 
wide similarity is striking Like m the United States, in Europe the associative 
setup has proved superior to the individualistic device. The bulk of retail price 
control stems from organi2ed efforts As on this continent, the strength of the 
price protection device is in direct relationship to the power of retailer groups 
The highly efficient systems of price maintenance are found in the specialized 
trades as in book, drug, and liquor selling where retailer associations are power- 
ful. Products which flow into diversified channels, as for instance foods, resist 
price controlling efforts as they do here, because of the incoherency of trade 
groups. 

Again It IS remarkable to observe the relatively small influence of legal forms 
on the efficiency of an established price control system For three decades 
price fixing cartels and cartel-like organizations have been clearly legal in two 
of the major industrial countries of Europe — Great Britain and Germany They 
were practically tolerated in France and Austria Despite these differences in 
legal technicality existing between the New World and the Old World, the 
operation of price maintenance is similar in all of the industrial countries not 
excluding the United States If any, there is a difference in emphasis In Ger- 
many, where manufacturing industry is powerful, the organization of price 
maintenance was fostered and controlled by leading manufacturing enterprises. 
France, typical middle-class country with a politically powerful retail trade 
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body, saw the retailers in the driver’s seat of the price maintenance vehicle. The 
British attempts hold somewhat a middle position between these two trends 
Here we see the dealer groups in control of fair trade plans The final result 
IS hardly different in any of the mentioned countries We find a few potent 
enterprises in each branch of distribution in price control of their most out- 
standing trade-marked products The effects appear to be trade-wise rather 
than state-wise The legal setup and the public policy towards price fixing are 
the lesser influence as compared to those emanating from business conditions 

Experience abroad also points to the organizatory limitations of the policy 
and to its effects on competition. It discourages the belief that price main- 
tenance if fully legalized would produce a general elimination of price com- 
petition in the distributed trades 

The focal point of attack m the United States against price maintenance sys- 
tems IS their alleged influence on prices and margins This most controversial 
question receives little light from foreign experience Since price maintenance 
systems abroad have operated for many decades, we are unable to draw “before 
and after" price comparisons of a similar nature as have been so widely used 
in the United States to prove the increase in prices provoked by the fair trade 
acts — or to prove the contrary A distinct trend towards price rigidity exists 
where European price maintenance systems are coupled with cartels of pro- 
ducers The history of not a few price maintenance organizations furnishes 
evidence for a tendency to use price controls in the distributive step for stabiliz- 
ing prices at the manufacturing end Frequently manufacturers made their co- 
operation in resale price control dependent on dealers' co-operation with pro- 
ducers’ cartels 

Nor can it be said that European price controls have tipped the scales in 
favor of the small independent retailer Despite retail price supervision, large- 
scale distribution has developed in Europe in about the same dimensions as 
It grew in the United States The co-operative movement, which is strong both 
in Great Britain and in Germany, found itself engaged in a permanent strug- 
gle with price control interests of the independent retailers Yet there are very 
few instances where resale price attempts definitly resulted m a prevention of 
consumer co-operatives 

More positive has been the social and the political implications of resale price 
maintenance and it is perhaps here that we have to look for the storm center 
of price controls Our retail price maintenance laws have furnished retail trade 
associations with an effective propaganda weapon Similarly in Europe many 
smaller businessmen assembled around the price protection banner. Once organ- 
ized the retail trade developed social and political strength It now asked for 
further and more intensive protection of its interests. In this respect retail 
groups on the Continent were more successful than our fair trade movement. 
Prohibition of the five and ten cent stores, checks on the horizontal and vertical 
growth of department stores, and many other protective measures have been 
enacted for the protection of the small independent retailers in Europe Many 
of the trade regulation laws that have swamped the Continent are at least 
partially due to the influence of retail organizations, which in turn owe their 
existence to the price maintenance movement The large extent of these 
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European laws shows the real dangers of price controls. It is the contagious 
infection with the guild spirit that appears to present the most serious problems 
to a competitive retail structure 

Surprisingly for American observers, the governments of European countries 
have done little to prevent resale price systems, or to stem their abuses Resale 
price maintenance has been a controversial issue in Europe, as in the United 
States Public attention has been centered on it for the last fifteen years, yet 
public reactions were extremely mild By and large, the authorities took the at- 
titude that price fixing was more or less a matter of those engaged in selling 
and buying and of little concern to the community The courts upheld price 
fixing unless it was proven that the consumer had been exploited by extortionary 
prices Except in very few cases of minor importance, no resale price mainte- 
nance system has ever been voided for this reason It was not until the depres- 
sion of 1930 that European governments became seriously concerned with ver- 
tical price controls By this time we saw in all three countries. Great Britain, 
Germany, and France, parliamentary bodies at work on our problem The 
French attempts led nowhere A thorough investigation of the Reichswirt- 
schaftsrat in Germany centered on the possibility of lowering prices of branded 
articles Instead of proposing the legal elimination of price restrictions, it 
inspired a law that demanded a 10 per cent price reduction of price-protected 
Items The investigation was obviously initiated with the purpose of co- 
ordinating the sluggish price levels of branded goods to the sunken wage levels 
of the depression But it eventually did not condemn the policy of main- 
taining prices as such Similarly favorable was the result of the British investiga- 
tion of 1931 It ended with the issue of a bill of health to the price-maintain- 
ing bodies 

Nathan Isaacs led the discussion, but did not submit a summary of his 
comments Several mcmbeis of the audience also made informal remarks 



ROUND TABLE ON PROBLEMS OF AMERICAN 
COIVIMERCIAL POLICY 

Percy W BrowELL, Chatrman 

The following papers were presented at this round table. ‘'The Conflict of 
American Foreign Trade Policy with Totalitarian Policies,” by Frank A South- 
ard, Jr ; "The Relation of American Foreign Trade Policy to New Deal Do- 
mestic Policy,” by Harry D Gideonse; and "The European War and the Im- 
port Trade of the United States,” by E Dana Durand Following the papers, 
Calvin B Hoover, Ernest K. Lindley, and Charles R Whittlesey participated in 
the discussion of the topics presented 

The Chairman remarked that two types of conflict had emerged in American 
commercial policy the conflict between our foreign trade policy and certain 
of the objectives in New Deal domestic policy, and the conflict of our foreign 
policy with the foreign policies of the so-called “totalitarian” states The situa- 
tion might be compared to two groups of boys playing baseball One group in- 
sists upon maintaining the traditional rules of the game, but the other team has 
discovered and is playing according to a new set of rules. Can these two teams 
play ball together ’> Should the group adhering to the traditional rules (the policy 
of most-favored-nation treatment) be able to insist that the innovators (in this 
case the totalitarian states) give up their newfangled ideas and readopt the 
old rules, or should the traditionalists adopt the new rules, or can some form 
of compromise be devised^ 

Professor Southard’s paper dealt with the second type of conflict Taking 
Germany as the typical totalitarian state, he found the essential elements of 
German trade policy to be 

1 Rigid control of the balance of payments, involving (a) a monopoly of foreign ex- 
change, (b) a pegged official rate, (c) various depreciated rates where essential to promote 
the export of German goods, (d) bilateral balancing (through blocked marks, exchange 
clearing, and barter) wherever it promises to provide the leverage to promote exports and to 
aid essential imports 

2 Discrimination between countries through tariff, quota, and exchange rate preferences 
partially because it makes an expedient contribution to balance of payments control (as 
above), and partially to serve in building politico-economic groups of countries within the 
German orbit 

American trade policy by contrast was found to be based upon the principle 
of equal treatment and the maintenance of free markets for foreign exchange 
Notwithstanding these contrasts, German and American trade policies have 
certain points of resemblance Both now make use of tariffs and quotas and 
both, in the past, have used currency devaluation Both promote exports by the 
use of subsidies and by various types of credits. 

A statistical study of changes in German export trade between the 
years 1929 and 1937 showed that German gains were most notable in non- 
industrial countries, principally in Southeastern Europe and South America, but 
these gams were to a large extent offset by losses in the markets of industrial 
countries Thus the new German trade policy caused a reorientation of German 
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export trade, a change which was facilitated by depressed conditions in the 
markets for primary products The German export drive, when measured by 
quantum of exports, does not appear to have been particularly successful Ger- 
man export prices were higher between 1929 and 1938, relative to world prices, 
than either English, American, or Italian prices. This handicap explains to 
some extent the German use of multiple currencies, clearing agreements, and 
other devices for trade expansion. The German policy, Professor Southard con- 
cludes, was one of opportunism ‘'Germany was forced into her present com- 
mercial policy by her own domestic price policy and by the exchange depreciation 
of her principal competitors ” 

The policy of the United States was found to be in conflict with German 
policy "only m the sense that the two policies differ at many points and that 
the two countries, armed with these policies, are competing in common 
markets 

It IS shown that the trade policy of Germany has not been more successful 
than that of the United States It has not succeeded in driving American ex- 
ports out of foreign markets, nor has it prevented the United States from 
finding countries willing to support a non-discnminatory trade policy Trade 
agreements have already been made with twenty countries, accounting for about 
60 per cent of our foreign trade "To this list many other countries — including 
virtually every country in Latin America — may be added whenever we are 
willing to make the necessary commercial and financial concessions " 

How can the United States most effectively meet the competition of Germany 
and other totalitarian states^ The answer to this question Professor Southard 
found in the progressive reduction of American tariffs on imports Between 
totalitarian trade policy and the trade policy of the United States, the conflict 
is intolerable only if our policy does not continue to serve the ends for which 
It was designed, namely, the stimulation of non-discrimmatory foreign trade 
On the other hand 

If we are on the eve of an acceleration of protectionist sentiment in this country it 
seems rather useless to consider what trade policy is best calculated to meet totalitarian 
competition Facing this prospect, there is no economic justification for the use of export 
credits, gold loans, or long-term investments as a means of increasing the export of 
American goods 

Russian and Italian trade policy. Professor Southard found less characterized 
by expediency than the German In these countries, particularly in Russia, state- 
owned export or import monopolies control foreign trade, fitting it into the 
national economic plan Under the stress of national need, the totalitarian 
state may export at prices which do not cover cost of production The trade 
policy of the United States, on the other hand, is based on the assumption that, 
normally, exports will yield a profit Consequently, if American exports have 
to face cost-disregarding totalitarian competition, there may indeed be an 
insoluble conflict between the two sorts of trade policies. 

But even if this sort of totalitarian export competition should become increasingly im- 
portant there is very little the United States can do to meet it except to offer to foreign 
countries dependable, large-scale outlets for their goods in the United States market . . 
The only royal road to a successful international commercial policy is market “reciprocity “ 
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A summary of President Gideonse’s* paper follows The economic objec- 
tive of our foreign trade policy he finds in a desire to broaden trade by the nego- 
tiation of trade agreements Its political objective is "the development of an 
atmosphere in international relations in which peaceful intercourse between 
nations becomes somewhat more probable or possible ” New Deal domestic 
policies were characteri2ed as 'piecemeal protection of a succession of pro- 
ducers' interests *' 

The agricultural controls are administered to protect the farmer The wages-and-hours 
administration is supposed to raise wages The Wagner Act machinery is charged with the 
protection of collective bargaining Even the ICC has degenerated into an agency to 
protect railroad labor and railroad bondholders In other words, the special-interest principle 
of the protective tariff has been generalized In so far as consumers’ interests are envisaged 
at all, they come in indirectly through the supposed reverberations of the protected pro- 
ducers 

I 

With this domestic policy our foreign trade policy contrasts sharply, " . . 

the present trade agreements program submits every special interest plea to 
the test of its compatibility with a general interest of the economy as a whole 

The speaker laid emphasis upon the trade agreements policy as a safeguard 
of the flexibility and even the viability of our free economic institutions 
Through foreign trade our economy is kept in constant contact with the world 
market and thus the rational functioning of economic calculations is promoted 
Because of potential competition, relatively low foreign trade figures in a free 
market may be greatly significant to the health of the economic structure, and, 
conversely, relatively high foreign trade figures, based on the bargaining 
policies of totalitarian states, may conceal a fundamental decay of world 
markets. 

In attempting to explain the irrational character of economic policy in 
foreign countries as well as in the United States, President Gideonse called at- 
tention to the new drift in social policy The social framework cannot any 
longer be regarded as a constant Consequently, social and economic theory 
based on this assumption has lost its relevance 

Modern concentration on a higher standard of living implies emphasis upon 
specialization and the division of labor It means heavy stress upon rational 
and impersonal factors and continuous undermining of the traditional, the 
social, and the other-than-intellectual The community reaches a state of "ano- 
mie” in which the old code has lost its grip on individuals without a new code 
emerging The result is a search for new factors of social cohesion In older 
communities such cohesion was provided by the church and by the family 
Nowadays a solution is sought in new trends in domestic or foreign economic 
policy 

The disintegration of world economy is an obvious fact, only partly obscured by some 
of the immediate military necessities of countries striving for autarchy The splintering of 
domestic markets into monopolistic segments is equally obvious, and the threatening 
political implications of the destruction of both world and domestic markets are already 
headline material in the daily press 

New conditions demand a new attitude on the part of economists The recon- 
struction policy of the New Deal is only a stopgap which does not deal with 

* To be published in full in the March issue of the Amertcan Economic Review, 
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basic causes The restoration of free markets, also, although it would reduce 
immediate economic pressures, will in the end strengthen forces of social dis- 
integration What is needed is a return to the old art of political economy such 
as was practiced by Hume, Smith, and Mill The economists should not abandon 
their science to journalists while busying themselves with the study of spe- 
cialized branches, such as money, agriculture, labor, or monopoly. President 
Gideonse insisted that his paper should not be interpreted as an argument for 
laissez faire or an argument against planning in the broad sense of applying in** 
telligence to social problems, but he objected to the present drift of planning, 
both private and public, on the ground that they were concerned with surface 
symptoms In this respect he found that the planning involved in foreign trade 
policy — planning to restore competitive controls — ^was similar to that involved 
in the domestic policies designed to create contrived scarcities. 

E D Durand’s paper dealt with 'The European War and the Import 
Trade of the United States ” The first World War resulted in a quantitative 
decrease in American imports, and sharp changes in the commodity composition 
of the trade There was a marked decline (in terms of value) in the percentage 
of total imports furnished by Europe, and a corresponding decline in the im- 
ports of the finished manufactured goods which are the typical products of that 
region The shift from indirect to direct trade in such commodities as wool, tin, 
and rubber was also responsible for the decline m imports from Europe 

The new pattern of American import trade differs materially from that of 
1914-18, and consequently conclusions from the World War Experience must be 
drawn with caution Europe has never regained its position as the dominant 
supplier of United States imports (in the two years, 1937 and 1938, it sup- 
plied only 28 per cent) Consequently, the interruption of imports from 
Europe would now be of less significance than it was twenty-five years ago. 
Imports from Germany and the former Austro-Hungarian territories have suf- 
fered a drastic decline and the Allied Powers have also fallen in the ranks 
of suppliers of the American market This change results partly from the in- 
creasing direct importation of non-European goods, and also from the rise of 
Japan as a manufacturing country To a considerable extent, furthermore, 
manufactured goods imported from Europe before 1914 are now supplied by 
American factories 

In the present war, Germany and the territories it holds in Central Europe 
will presumably be shut off completely from trading with the United States, 
but without materially affecting the American economy The exporting ability 
of the Allied Powers will be reduced, but their incentive to export may be 
stronger Not being permitted to borrow in our market, England and France 
will strive harder than in 1914-18 to ship goods to pay for commodities im- 
ported from us In particular they will probably make strenuous efforts to main- 
tain their large and profitable export of alcoholic liquors 

Wood pulp and newsprint paper, taken together, now rank first among our imports from 
Europe The United States is dependent on imports, in the form of pulpwood, wood pulp, 
and paper (prmcipally newsprint) for almost exactly half of its huge total requirements 
of paper Three eighths of these imports during recent years have come from the Baltic 
countries, with Sweden ranking first and Finland second 
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If imports of pulp and paper from Europe should be greatly reduced by war condi- 
tions, they could probably be replaced fairly well, partly perhaps by increased imports from 
Canada but more particularly by increased production in the United States itself A serious 
problem would however arise for many of the so-called “nonintegrated” paper mills which 
have relied wholly or chiefly on European pulp for their material during recent years The 
bulk of the production of pulp, both in Canada and in this country, is not made for sale 
but for conversion into paper in the same plants, and it is uncertain how far integrated 
pulp-paper mills would be able, or willing, to expand their sales of pulp to nonmtegrated 
plants 

Imports from non-European countries may be reduced by shortage of shipping 
or by increased demands for certain commodities on the part of the belligerents 
Should a severe shortage of world shipping develop, it would naturally affect 
principally our imports of bulky cheap commodities, and especially those drawn 
from the more distant sources Increased demands on the part of the Allied 
countries may seriously affect our supplies of certain imported raw materials 

A number of the most important commodities are largely, if not exclusively, produced in 
outlying areas of the British and French Empires Those Empires, particularly the British, 
are in position to exercise a large measure of control over the distribution to world markets 
of such basic materials as rubber, tin, clothing wool, chrome ore, nickel, asbestos, graphite, 
mica, industrial diamonds, long-staple cotton, jute, palm kernels, and cocoa beans — com- 
modities for which this country must depend wholly, or in considerable part, on imports 

Dr Durand pointed out that British and French interests, with the approval, 
and sometimes the aid, of their governments, had organized, even before the 
present war, effective control over some of the commodities named above 
Since the war, these controls have been extended They will doubtless be used 
to obtain profitable prices during the war period, especially for sales to outside 
countries 

Presumably, however, they will not be disposed to extort the last penny, since by doing 
so they might not only reduce unduly the volume of sales but cause ill-feeling m neutral 
countries, including the United States, which the Allies can ill afford to incur The Allied 
governments will presumably look with particular favor on exports from their Empires to 
the United States, since it is from the United States that they must make huge purchases of 
war materials 

In commenting on Professor Southard’s paper, Calvin B Hoover pointed 
out that in German policy the objective of foreign trade was to acquire imports 
Exports were only a means to this end , thus the German policy was more closely 
in accord with the thinking of English free- trade economists of the middle 
of the nineteenth century than is our own policy We stress exporting as an 
end in itself, considering imports as a necessary evil 

Ernest K Lindley disagreed with President Gideonse m his characteriza- 
tion of New Deal domestic policy He cited a number of new types of control 
set up since 1933, the SEC, WPA, NLRB, the Social Security Administration, 
and others, which had as their purpose not the protection of any group of pro- 
ducers but rather the protection of investors, consumers, or the public at large 
He questioned also whether the foreign trade policy of the New Deal could 
be characterized as having exclusively in view national rather than special in- 
terests In all of the trade agreements he found that emphasis was laid upon 
securing concessions for various American economic groups. In general, Mr. 
Lindley approved of the Hull program, but contended that its accomplishments 
had been overrated 
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Charles R Whittlesey The existence of totalitarianism has tended to 
obstruct the trade agreements program in a number of ways In the first place, 
we either could not or would not negotiate agreements with the distinctively 
totalitarian nations Later, the expansion of Germany deprived certain areas of 
the right to share, on a most-favored-nation basis, in the fruits of the program 
and destroyed one of the agreements, that with Czechoslovakia With the out- 
break of war, even France and England have become virtually totalitarian in 
their trade methods, for the time being, this has made some of the provisions 
of the agreements more or less meaningless 

Apart from wartime developments, the problems created by totalitarian meth- 
ods in the field of international commercial policies spring chiefly from the 
greatly reduced importance of individuahstically determined prices. The de- 
sirability, emphasized by President Gideonse, of “free contact and comparison 
with a world market" is less clear when that market is subject to totalitarian 
controls To suggest that we should meet the competition of totalitarian states 
in third countries is to imply that we should join them in disregarding price 
considerations — in a word, that we should combat totalitarianism by becoming 
in some degree totalitarian ourselves It may well be questioned whether foreign 
trade is worth preserving at such a cost 

While totalitarianism possesses certain tactical advantages in foreign trade, a 
number of serious disabilities are inherent in it There is a sacrifice of the eco- 
nomic methods of selecting the fit and eliminating the unfit producers From 
the standpoint of the country as a whole, there is a heavy loading of costs 
because of the burden of administration Experience has demonstrated that the 
trading partners may become extremely dissatisfied These considerations would 
seem to indicate that, while totalitarian trading methods may lead to serious 
disturbances, they are subject to fundamental weaknesses As economists we may 
be tempted to exaggerate the importance of these underlying economic factors, 
but It would be folly to ignore them 

Professor Southard’s analysis demonstrates that the showing of totalitarian 
states has not been impressive Gains in some markets have been balanced by 
losses in others While conditions have perhaps not been entirely representative, 
the evidence this affords is nevertheless highly significant A dozen years ago 
there was much discussion of the threat of Russian dumping, now it is Ger- 
many The United States Tariff Commission looked into some of the cases 
of alleged Russian dumping and found that the allegations were almost com- 
pletely groundless More often then not the charge of dumping was advanced 
in an effort to bolster a weak case for increased protection 
Nothing that any totalitarian state can do to our foreign trade is half so seri- 
ous as what we can do to it ourselves The chief threat of totalitarianism to 
our foreign trade is that it may be used as a bogey to bring about the intro- 
duction or extension of economically unsound measures by the United States, 
and may be employed to emasculate, if not to destroy, our trade agreements 
program. 

* Summary submitted by Professor Whittlesey 
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THE ADJUSTMENT OF RATES BETWEEN COMPETING FORMS 
OF TRANSPORTATION 

Ey Joseph B Eastman 
Chairman, Interstate Commerce Commission 

Contrary to ideas rather widely entertained by those who have not 
studied the history of the Interstate Commerce Commission, the transporta- 
tion abuses which it was created to abate were the product more of com- 
petition than of monopoly, although both were contributing factors Be- 
tween them, with competition as the main moving fbrce, they had produced 
all manner of discriminations in rates which were found on every hand and 
were thought by many to be unjust The competition was chiefly between 
railroads, but even in those days water transportation was an important com- 
petitive force and was responsible for the more flagrant instances of charging 
more for short than for long hauls over the same route which were particu- 
larly obnoxious to public opinion 

It is significant that in the second year of its existence the Commission 
recommended ”that the carriers engaged independently in interstate traflSc 
on the rivers, lakes, and other navigable waters of the country be put 
in respect to the making, publishing, and maintaining rates upon the 
same footing with interstate carriers by rail In the same report the 
Commission dwelt upon the damage done to both the railroads and the 
public by unreasonably low competitive rates, and five years later, in 1893, 
after mentioning the many railroad receiverships, it recommended that it 
be given authority to fix minimum as well as maximum rates It thus 
appears that even then the thought had gained ground that regulation 
directed against unduly low rates, and designed to curb competition in this 
respect, might well be required in the public interest to protect the carriers 
against themselves 

The power to prescribe for the railroads minimum in addition to maxi- 
mum rates was, however, not given to the Commission until 1920, when 
it was conferred in a statute, the Transportation Act of 1920, whose pre- 
dominant object was to foster and promote good financial health for the 
railroads This endeavor to promote carrier welfare through legislation 
has since persisted. The five most important transportation statutes of 
recent years (the Emergency Railroad Transportation Act, 1933, the Inter- 
coastal Shipping Act, 1933, the Motor Carrier Act, 1935, the Merchant 
Marine Act, 1936, and the Civil Aeronautics Act, 1938) were all acts 
whose primary purpose was, in one way or another, to improve carrier 
financial conditions; and the same motive dominates the transportation 
legislation which Congress now has under consideration. The shipper and 
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traveler have not been the direct objects of concern in the more recent 
regulatory acts The immediate objects of concern have rather been the 
carriers, with the thought, of course, that their welfare is in the long run 
essential to the public welfare. Those who are wont to inveigh against 
public regulation as a force that hampers and hurts the carriers may well 
give heed to the fact that the carriers themselves have been leading pro- 
ponents of the more important federal regulatory statutes from 1920 to 
date. 

The reason for this lies in the fear, generated by plenty of practical 
experience, of the effects of unrestrained competition, a fear which has 
continually grown more acute as competition in transportation has increased 
in prevalence and intensity. The outstanding transportation fact of the 
past two decades, as everybody knows, has been the tremendous growth 
of such competition. The traffic which is not open to some kind of com- 
petition in transportation is now so rare as to be negligible, and one very 
important fact is that much of this competition, so far as all forms of 
transportation except the railroads are concerned, can be furnished by the 
shipper or the traveler with his own facilities. 

I sometimes wonder whether it might not be wiser to let nature have 
her way with this competition and work out results on Darwinian prin- 
ciples Apart from the carnage and disaster for many which this process 
would involve, however, such a struggle for existence would not be 
maintained by intelligent human beings in the absence of compulsion. 
Left to themselves, sooner or later they would begin to trade and combine. 
The alternatives to an attempt to abate the abuses of competition by public 
regulation are, therefore, either to compel competition to be maintained in 
full force and vigor until only the fittest survive, or to permit the carriers to 
work out a state of peace in their own way through an admixture of throat 
cutting, trading, and combination Neither of these alternatives appeals 
to me as likely to produce satisfactory results, and therefore I see nothing 
to do except to continue and improve, if possible, the policy of regulating 
competition in transportation to which the country is now quite definitely 
committed. 

With respect to this matter, I speak with the limitations of one who 
has the job to do and cannot properly indulge his own theories without 
hearing and considering what all interested parties have to say The Com- 
mission now has a number of important cases pending in which the rates 
of competing forms of transportation are under consideration. They pre- 
sent issues which, in my judgment, are as difficult as any that the Com- 
mission has ever had to determine, and there is such a clash of views as 
to how they should be determined that the controversy is likely to spread 
to the Supreme Court, to Congress, and to public opinion. I am inclined 
to believe that sound and satisfactory policies will be developed only 
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gradually through the decision of successive cases and experience with the 
practical results, much as the common law was developed. For these reasons 
I shall not undertake in this paper to give answers to the problems but 
only to indicate what some of them are. 

The competition between different modes of transportation is, of course, 
aflPected very materially by the extent to which public aid or subsidy is 
given, directly or indirectly, to each Very complicated questions of fact 
and of public policy are presented by this matter, but they have not been 
conomitted to the Commission for determination or consideration, and we 
must take the situation as it exists in this respect regardless of what it 
should be The chief questions by which the Cornmission is confronted 
in the adjustment of the rates of competing forms of transportation are 
whether and how and to what extent it should exercise its authority to 
prescribe minimum reasonable rates. 

What IS a minimum reasonable rate^ This is a question which the 
Supreme Court may have to answer There are widely different views 
At one extreme, there are those who say that it is a rate which covers 
with some margin what is termed the “out-of-pocket expense" of hauling 
the traffic, by which is meant the expense which is added when the traffic 
IS carried and which is saved when it is not carried Others say that the 
measure is what I call the full allocated cost of service, including a fair 
return on the value of the property used in the service This covers, not only 
any expense for which the traffic in question is solely responsible, but also 
its proportional share of the expense incurred in common for that and 
other traffic and of the profit essential to the financial welfare of the carrier 
At the other extreme, many take the view that no particular formula can 
be used in determining a minimum reasonable rate Many things are 
pertinent and there are flexible limits of judgment, dependent on the cir- 
cumstances, just as there are in the determination of maximum reasonable 
rates. Congress, according to this view, must have given the Commission 
this power for the purpose of preventing destructive competition, of pro- 
moting the use of each mode of transportation in the service for which 
it is economically best fitted and discouraging its use under reverse cir- 
cumstances, and of stabilizing and improving the financial conditions gen- 
erally prevailing in the transportation industry This being so, it is argued, 
the power should be used in each particular situation in whatever way will 
best accomplish that purpose 

In the past, cost of service lurked in the background in the fixing of rail- 
road rates, but the railroads used only rule-of-thumb methods in determining 
such cost and were chiefly interested in it from the standpoint of results 
in the aggregate In fixing rates on a particular kind of traffic, they were 
more interested in what it would bear More euphemistically, this has come 
to be known as giving consideration to the value of the service. The 
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highest rates in relation to the cost of service were, I think, and speaking 
broadly, the carload rates on commodities capable of fairly heavy loading 
and of relatively high value The present widespread competition from 
other modes of transportation, both public and private, has brought cost 
of service into the foreground and given it a much greater degree of 
importance In adjusting rates between competing forms of transportation, 
specific knowledge of respective costs of service, so far as it is attainable, 
seems essential. 

I say "seems” in this connection, because there is a school of thought 
to the effect that when carriers of different types compete, each can con- 
tribute something in the way of service that the other cannot supply, so 
that all ought to be available for public use Therefore, it is urged, com- 
petitive rates ought to be adjusted to a basis which will be profitable to 
the carriers concerned, of whatever type, and which will permit them all 
to share in the traffic In such an adjustment, those who hold this view 
would give lesser attention to respective costs of service, but m determining 
the general level of the rates would give heed to the value of the service, 
and they would also establish what are termed "differentials” in the rates, 
1 e , fix rates somewhat higher or lower for one type of carrier than for 
another, wherever necessary to bring about what they regard as a fair 
distribution of the traffic 

However, the Commission is concentrating attention on the subject of 
cost finding, and has recruited a small staff of experts for this purpose It is 
hardly necessary to say that the subject is full of opportunities for contro- 
versy, particularly as to railroad costs, because of the large extent to 
which costs are incurred in common for the hauling of many different types 
of traffic To distribute such items of expense, allocation formulas must 
be used the accuracy of which is not capable of complete demonstration, 
and which often appear somewhat arbitrary So-called "out-of-pocket 
expense,” which also enters into the picture, as I have already indicated, 
has been found to be a shifting and elusive quantity, dependent on the 
volume of traffic under consideration. 

That the questions which arise out of the desire of carriers to take on 
competitive traffic, if need be, at rates which yield only a bare margin over 
what they deem to be the out-of-pocket expense require close and thor- 
ough study is, I think, already very evident. From time immemorial the 
railroads have justified low competitive rates on this theory that the traffic 
so gained adds comparatively little to the expense which would otherwise 
be incurred Trucks and ships find plenty of opportunities for applying 
the same theory, particularly in securing return loads when traffic pre- 
ponderates in one direction No doubt it is a fairly sound theory, if con- 
fined to a comparatively small fraction of the traffic carried. The difficulty 
IS that out-of-pocket expense tends to increase disproportionately as this 
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fraction increases in size, and this tendency becomes a positive danger when 
competition is so generally pervasive as it is at the present time. It is 
relevant to call attention to the fact that prevailing railroad passenger fares 
and less-than-carload freight rates in general, as well as many carload rates 
which they charge in competition with water carriers, can only be justified 
by the added-traffic, out-of-pocket expense theory. 

It IS also evident that in adjusting the rates of competing types of for-hire 
carriers under modern conditions, consideration must always be given to 
the ability which the shipper frequently has to provide his own private 
transportation, by ship, truck, or pipe line, if he finds this to his financial 
advantage. This is a factor which tends to make cost^of service much more 
nearly a measure of what the traffic will bear than once was true. There is 
some alleviation from the standpoint of the for-hire carriers, however, in 
the fact that the shipper seldom has a good load factor, that is to say, the 
traffic which he can handle himself is apt to be mostly in one direction, 
and he often shrinks from the investment and the creation of an organiza- 
tion required to carry on what is for him a new line of activity This is 
especially true of motor carriage Ordinarily he prefers, unless the cost 
disadvantage is quite substantial, to utilize the services of the for-hire 
carriers. 

A further danger that we must be on guard against in fixing minimum 
rates is the establishment of an artificial and rigid method of rate making 
which will impair the incentive which free competition gives the carriers 
to increase the efficiency and economy of their operations. When it is borne 
in mind that the amount of transportation to be performed is not a fixed and 
static quantity, but one capable of expansion as facilities with lower costs 
are made available, it is not difficult to realize the danger to the develop- 
ment of the country if this incentive to improvement is removed or im- 
paired. However, this is as yet no more than a remote prospective danger, 
for certainly the incentive is now very great and improvements in trans- 
portation are being made at an unprecedented pace 

In the period from 1920 to 1935, the Commission’s transportation juris- 
diction, except for a limited authority over pipe lines, was confined to rail- 
roads and allied carriers, and the power to fix minimum rates was used 
very sparingly. The railroads rarely sought its use. There were important 
cases, however, where it was used, largely on the Commission’s own 
initiative, to protect the rate structure against threatened rate wars, and 
in the exercise of its discretion to grant or withhold relief from the pro- 
hibition against charging more for a short than for a long haul over the 
same route, the Commission undertook to prevent certain competitive 
railroad rates from going below a “reasonably compensatory’’ level. 

Since the passage of the Motor Carrier Act, 1935, however, the power 
to prescribe minimum rates has been invoked much more frequently. Interest- 
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ingly enough, the motor carriers have often sought its use to curb what 
they deemed to be demoralizing and destructive competition in their own 
ranks, and both railroads and motor carriers have increasingly prayed 
for its use against each other In the past year or so the competition 
between these two forms of carriers has grown in intensity and virulence, 
and in a considerable number of instances the Commission has felt im- 
pelled to arrest the vicious circle of reductions through its suspension 
powers pending a thorough investigation. 

To date the Commission has had no jurisdiction over the port-to-port 
rates of water carriers and only power to prescribe maximum rates for 
joint rail-and- water hauls The legislation which has now reached the con- 
ference committee stage in the present Congress, however, proposes to 
extend the jurisdiction of the Commission, so that it will cover water 
carriers in much the same way as railroads and motor carriers Obviously, 
if this IS done, our problems will not be simplified. On the other hand, 
the opportunities to bring about a better co-ordination in the use of these 
three modes of transportation, to the advantage of the public as well as of 
the carriers, ought to be increased 

In so short a paper as this, it is of course impossible to give more than 
a cursory indication of the problems which are involved in the attempt, by 
public regulation, to adjust the rates of competing forms of transportation 
Enough has been said, however, to suggest that the lot of regulatory bodies, 
like that of which I am a member, which have this task to do is, like that 
of the policeman, not a happy one I often wish that it could be my good 
fortune to have in hand the regulation of a prosperous monopoly It must, 
I feel sure, be an infinitely easier task than the regulation of a multitude 
of violently competing and more or less impecunious carriers The latter 
work requires, if it is to be done at all satisfactorily, an extraordinary 
amount of patience, care, and wisdom. The stock of those qualities which 
we possess is strictly limited, and if the economists of the country can help 
us with their own mental powers and stores of acquired knowledge, we 
shall be very grateful indeed 



ASPECTS OF THE PROBLEM OF PUBLIC AIDS TO 
TRANSPORTATION 


By Charles S. Morgan 
Interstate Commerce Commission 

I wish to make it clear at the outset that the views expressed in this 
paper are my own and are not to be attributed to the Interstate Commerce 
Commission. 

The problem of subsidy or, to use a broader term, of public aids to 
transportation is part of the larger problem of adjustment created by the 
marked expansion of facilities, both public and pAvate, in the last two 
decades in the face of a basically lower rate of growth in the sum total of 
demand for transportation service From 1920 to 1937, there was a net 
addition of 24 billion dollars, or about 85 per cent, to our transportation 
plant,^ not including sums tied up in motor vehicles, water transport 
equipment, airplanes, garages, shops, motor terminals, etc ^ Population, 
on the other hand, increased only 23 per cent and, apart from the depres- 
sion, production has shown little ability to maintain its prewar rate of 
growth Further large public expenditures are being asked for an as yet 
undetermined sum, necessarily involving billions, for a * 'master plan of 
free highway development,'' including drastic changes m urban transport 
facilities,^ half a billion for a system of federal airports,^ 240 million 
dollars for this waterway and 100 million for that one, and so on appar- 
ently without end Users will pay all or part of the cost of certain of the 
facilities contemplated, recoupment from land operations is considered 
a possibility in others, and in others no compensation is expected from 
the benefited users 

Quite apart, then, from the question whether present facilities or future 
ones involve or will involve public aid, and quite apart from the fiscal 
problems presented, there is the difficult question of absorbing transporta- 
tion facilities of such magnitude into our economic system. 

Still apart from the question of whether or not they confer public aid, 


* Railroads, 9 9 billions, highways, roads and streets, 17 8 billions, pipe lines, 0 8 
billion , river and harbor improvements, 0 9 billion , airways and airports, 0 2 billion , 
less retirements, 5 8 billions, mainly railroad but also including extensive abandonments of 
interurban railways In addition, nearly 2 billions of funds have been privately invested in 
urban transit facilities 

“ Of the foregoing 24 billion dollars, 19 billions, or nearly 80 per cent, represented public 
investment, mainly in roads and streets Giving effect to the other items mentioned above, 
total expenditures made in 1937 for new transportation facilities and for maintenance of 
all facilities are found to have been divided between public and private in substantially the 
same ratio as they had been in the single year 1921 This ratio is 87 per cent private and 
13 per cent public 

•Bureau of Public Roads, Toll Roads and Free Roads, part II (House Doc 272, 76th 
Cong , 1st Sess ) 

^ Civil Aeronautics Authority, Airport Survey (House Doc 245, 76th Cong, 1st Sess ). 
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public provision of facilities has two other consequences which have served 
to make the last two decades dizzy ones in the field of transportation. 

The user of public facilities, if he pays at all, pays as he goes. The ease 
with which he could and in some cases still may engage in transport opera- 
tions, for-hire or private, has disturbed existing transportation agencies, 
shippers, and regulatory principles to the very core Conditions had to grow 
worse before they could become better State regulation of motor carriers 
began at a fairly early date, but only after the lapse of fifteen years had 
revealed the elements of strength and weakness and the needs of such 
carriers could they be brought under federal regulation Air transportation 
matured more quickly Water transportation remains unregulated in con- 
siderable part Regulation does not, of course, put an end to problems, but 
it brings them under needed public scrutiny. 

The other and perhaps more disturbing phase is the obvious enough 
fact that private transportation operations, other than those of certain 
pipe lines and minor private railroads, are made possible only by public pro- 
vision of facilities So far as can now be seen, it is doubtful whether there is 
any legal basis on which to check the expansion of private transport, except 
to a limited extent through the imposition of safety regulations or, where 
conflicts with local interests, as in the marketing of fruits and vegetables, 
are considered so serious as to require and permit local taxation, bonding, 
and similar restrictive measures. In certain instances, private transportation 
IS the only form available Where it is competitive with for-hire, as in 
the case, for example, of the large barging operations of the steel and oil 
companies, it generally is more efficient than common-carrier service em- 
ploying the same medium and, less frequently, than any for-hire carriage 
Private transportation by water is generally and that by highway is often 
a handmaiden of large industrial units It therefore has serious economic 
and social implications The pressure so created has, within the past fort- 
night, led the Commission to abandon its position of over fifty years’ 
standing against the charging of a lower rate on a so-called ’’multiple” car 
shipment than on a single carload ® Closely allied to large industries are the 
so-called ’’contract operations.” These also are found only where facilities 
are publicly provided Regulation of such operations presents especial 
difl&culties 

These broad remarks do not necessarily signify that ’’something should 
be done” about private transportation. If its costs are truly lower and 
its operations are conducted to this end only, it is certain to expand or 
to act as a leveler of for-hire rates My only purpose is to emphasize the 
fact that there is here a basically disturbing influence associated with public 

* I & S 4645, Molasses, New Orleans, La , to Peoria and Pekin, III The contrast is not 
as sharp as is here indicated, however, in that commodity rates have long been influenced 
by volume of shipments and methods of handling 
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provision of facilities which has larger implications than those of subsidy, 
considered alone. 

Within this larger framework of facilities provided by the public is 
that part that is used under conditions of subsidy or public aid Presented 
here are the additional questions of how agencies receiving public aids and 
those not receiving them, or agencies receiving aid in different amounts, 
can continue to compete with one another, and also questions of coping 
with the repercussions created by public aids on sections, localities, and 
individual shippers dependent on different forms of transportation The 
problem is far more than a carrier problem Those who have followed 
transportation briefs in the past ten years know that tjiere has been no lack 
of defense and offense Special pleading, name calling, rate cutting, and 
efforts in the direction of securing restrictive legislation have abounded 
At the moment, the situation is one of unbridled debate leading to little 
conviction. 

How, it may be asked, did this condition come about^ What have been 
the forces at work^ Doubtless these have occurred to you as I have pro- 
ceeded. (a) The most obvious is the irresistible pressure of technological 
advances Highway, air, and certain pipe-line and barge operations are 
the result of new and in some cases revolutionary developments in the 
arts. Commercial highway transportation, large as it has grown, is histori- 
cally an incident of the improvement of roads and streets for the private 
passenger car ® It is largely unique in its sharing of facilities provided pri- 
marily for other purposes. This fact of joint use confers substantial net 
advantages, inasmuch as highways for solely truck and bus use, beyond 
short stretches, could not be supported by commercial vehicles alone ^ It 
does not, however, enter into the determination of whether or not public 
aid has been conferred on this branch of transportation. 

(b) Another group of influences are related to the need, or assumed 
need, for relief from competitive pressures. Waterway improvements, 
sought as a means of directly or indirectly lowering transportation charges 
for a section, locality, or particular shippers, readily come to mind Another 
type of competitive pressure is illustrated by the truly remarkable expansion 
in the last few years of barge transportation of petroleum products. In at 
least certain instances these operations represent an effort to cope with the 
rapidly expanding transportation of such products by pipe line. An interest- 

•it is not intended to imply that special facilities have not been provided for larger 
vehicles 

Complaint sometimes is made that users of public facilities obtain an unfair advantage 
in that they do not have to concern themselves with "right-of-way problems ” They can, 
It IS said, concentrate on transportation as such, while railroad executives have broader 
problems to consider The answer that highway interests, at least, would make is that 
coping with the interferences created by the passenger car and with the difficulties of 
obtaimng and protecting operating rights produces managerial and operating worries that 
amply compensate 
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ing story in industrial economics, involving also the relations of refinery 
locations to points of production of crude oil supplies, is unfolding here. 
The railroads, placing perhaps too much weight on the assurances of the 
Transportation Act of 1920, and faced with what they interpreted as a 
threat of government ownership if service did not improve, took a bold 
stand in 1923 to improve their facilities and lower their unit costs The 
result was a huge increase (roughly one third) in investment, to 1932 
Since then they have continued, as funds permitted, to modernize their 
plant in order the better to meet the competition of other forms of trans- 
portation. 

(c) A final reason for the large increase in public and private investment 
in transportation facilities in the past fifteen or twenty years was, I am sure, 
the misreading of the indications of the future demand for commercial trans- 
portation service in the aggregate The unusually heavy traffic of the War and 
early postwar years exerted considerable influence in this respect The basic 
slowing down of population growth, discernible in 1920 to those who 
followed such matters, despite outward evidence to the contrary, was 
totally unknown to the general public, and there were those who preached 
the doctrine of an enduring prosperity and an ever expanding economy to 
a large group of willing listeners Use of the private car has, of course, 
multiplied beyond all expectations. 

We have, then, as the result of increased investments, in some instances 
representing public aid, a major problem in the rationalization of trans- 
portation facilities The job of transporting the nation^s goods and travelers 
has been split up to a degree never before dreamed of The railroads, our 
only all-service transportation agency, now operate on a narrower rate 
base and are driven to increasing their rates, to the limited extent possible, 
on captive traffic, while drastically cutting other rates Other carriers have 
difficulty in hanging on. The conditions in general are approaching chaos. 
Whatever the way out — whether through resorting to a cost basis of rates 
or in some other direction — the long-run effects of these new competitive 
forces may prove to be major changes in the economic structure of the 
country. 

The more important it is, therefore, that the facts respecting public 
aids and what can be done about them be ascertained There is such need 
not only to clarify the relations of carriers (the places of each in the 
transportation structure, the possibilities of replacing rate cutting with 
co-ordination, the removal of baffling uncertainties), but also to enable 
a wise policy in the authorization of further outlays for public and private 
transportation facilities. Basic questions of rate and tax policy are pre- 
sented. Whether or not action will follow upon the development of facts 
with which reasonable persons will agree is, of course, a matter for 
discussion in other forums. If my reading of the signs is correct, the country 
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now is at least ready to examine the facts with an open mind These facts 
can be presented m a convincing way only by adherence to consistent 
principles in the determination of publicly-borne costs, one form of trans- 
portation compared with another, and by adhering to only those principles 
which, with due consideration of differences in conditions under which 
the facilities are provided, arise out of privately-conducted transportation 
operations. Where considerations other than those of an economic nature 
do enter in, they should be given a proper label for all to see. 

In order to emphasize these matters, I shall pass over the problems 
presented in measuring the aids received by the railroads in the distant 
past, certain recent aids to railroads, the aid represented in the operations 
of the Inland Waterways Corporation, the problems of joint cost allocation 
presented by certain waterway projects and by the air-mail contracts, and 
such essential technical questions as the determination of the service lives 
of roads, bridges, locks, and dams, of how thick a concrete pavement slab 
should be to support a defined load, or of the bearing power of a flexible 
pavement Aids to railroads generally resulted in an increase in the pro- 
prietorship account and only in the case of certain of the federal land 
grants involved a contractual obligation to the donor That there are few 
direct grants to an individual carrier at the present time should be evident 
from what has gone before I also wish to remark that no finding of public 
aid can be carried to the point of complete accuracy 

It IS encouraging that in the more popular discussions of the aids ques- 
tion, the “annual cost” concept is superseding the old “expenditures” basis 
of defining the costs that, less payments made, if any, are assumed to meas- 
ure public aid. Much has been heard about the “commercial” concept and 
the “public utility” concept in the case of the highways, though not else- 
where. I shall return to these matters after a discussion, necessarily brief, 
of the two most controversial factors in the determination of annual cost 
This discussion may seem unusual to some of you, but I can assure you 
that it IS far from that in the minds of the highway, waterway, air, and 
railroad interests The sums involved are staggering. 

Annual cost as commonly used represents the sum of a given year’s 
operating expenses, including a charge for depreciation or its equivalent 
in the form of amortization of bonds, and interest or return on capital 
invested. Some are strongly of the opinion that the only interest to be con- 
sidered is that actually paid on obligations incurred to provide the specific 
facilities that are being costed, and that no use should be made of the 
concept of a return as such; some are of the opinion that a return should 
be reckoned on the investment, whatever its source, less that part written 
off by depreciation or amortization charges; others, while recognizing the 
legitimacy of a return in this latter sense, urge that it should be offset 
by interest on the annual money value of the benefits or savings conferred. 
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as explained hereinafter. In addition, it has been urged that taxes on the 
depreciated investment in the public facilities should be included as a 
cost element. 

Taxes can be disposed of briefly It is proper to set up a theoretical 
tax charge for purposes of comparison of the costs of different agencies 
of transportation, as when an appropriation measure involving a facility 
which will be competitive with the railroads is under consideration, and, in 
their wisdom, policy-making bodies could, though it seems altogether 
unlikely that they would, consider the assessment of such a charge for 
revenue purposes. Except in a very special and limited sense, taxes are 
not a cost, however, and should not figure in the determination of public 
aid 

There is the utmost confusion with respect to the item of interest. As 
stated above, all transportation facilities — water, highway, air — should be 
treated alike The recent head of the Inland Waterways Corporation, in 
holding that interest is not a cost unless it has been earned, failed to 
recognize a basic term of the experiment he was conducting While under 
the accounting regulations he was required to observe he could not have 
set such interest up on his books, he had the precedent of the Panama Canal, 
which for a number of years has included interest as a * ‘statistical charge 

The reasoning employed by persons concerned with inland waterway 
improvements proper is similarly difficult to accept To say that the annual 
cost of a waterway cannot be found without consideration of computed 
interest on savings appears to be a confusion of cause and effect. The costs 
should be as clearly determined as possible, the savings should also be 
estimated to the extent possible and they may, for purposes of appraisal, 
be set against costs in their yearly amount (not as interest on savings). 
The result is a comparison of costs with benefits The latter are not, how- 
ever, true economic benefits, inasmuch as they are derived from comparisons 
of the costs to shippers of using an agency, the railroads, which meets or en- 
deavors to meet a full line of costs, with those of using the services of a 
carrier which in no case bears the cost of its right of way. Consideration also 
needs to be given in this connection to the effects of railroad rate cutting, 
which translates direct waterway benefits into indirect ones It is urged that 
waterways have not been given an opportunity to show what they can do, 
and that recourse to these indirect l^nefits in justification of the govern- 
ment’s outlay IS warranted Again, however, the question is one of the 
economic significance of the results produced by the competition in this form 
of private with public facilities. 

Highways present more difficult questions. Here motor vehicle users 
pay huge sums year after year They therefore urge that they would be charged 
twice if interest were set up first, to provide funds with which the facilities 
are created and, second, to pay a return on such funds. However, the reason- 
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mg employed in the case of waterways is equally applicable here. Interest 
is a cost and the better the facilities the greater is such cost These facts 
are recognized in the planning of highway improvements The recent rejec- 
tion by the Bureau of Public Roads (now the I^blic Roads Administration) 
of a plan for seven transcontinental superhighways obviously turned in con- 
siderable part on the inability of users to meet that portion of the annual cost 
represented by interest. The answer would be the same whether bonds were 
issued for the purpose or recourse was had to current Treasury revenue 
Likewise, the alternative plans for 'Tree highway development” face the 
same cost item. 

The contrary view assumes that motor vehicle ushers are the principals 
and that governments are their agents No such relation obtains Govern- 
ments plan and own the facilities, bear the attendant risks, and ultimately 
must either call upon general revenues or lose their investment through 
deferment of maintenance if motor vehicle users do not pay the share of 
the cost apportioned to them. Users are not owners but, in a sense, "cus- 
tomers ” 

The essential purpose of an interest computation is to spread the costs 
represented by invested funds over the life of the facilities. Individual 
users come and go, in point of time and in point of geography If the full 
cost of serving them at a time and m a place is to be determined, interest 
must be included Only in this way can a proper bill be rendered on the 
basis of a division of costs between such users and all other beneficiaries 
of the improvements. However, should it develop that motor vehicle users 
more than meet their obligations in a given instance, the difference repre- 
sents a contribution for which they may be given credit Theoretically, this 
contribution would be returned to them in the form of annual depreciation 
or amortization credits and of interest on unused balances. This adjustment, 
if necessary, would consistently reflect the relation of the motor vehicle user 
to the governments 

It may be asked, however, what would be done with the interest so 
collected This question largely misses the point The preceding discus- 
sion has sought to show the need for better cost-finding m order that 
governments may better know what they are accomplishing Peterson sug- 
gested in 1932 that the states may have been collecting interest without 
knowing they were doing so; that is, by applying motor vehicle user funds 
to extensions of plant.® How far such has been or will be the case can be 
determined, however, only by knowledge of costs from year to year. What, 
for example, has been the extent of consumption of capital through un- 
recognized depreciation? With good cost records, better knowledge of 
service lives, and running inventories of highway facilities, a cost statement 

* Shorey Peterson, "Highway Poliqr on a Commercial Basis," Quarterly Journal of Eco- 
nomics, May, 1932. 
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on which action can be premised becomes possible. Progress is being made 
in each of these directions. What action will be taken is a matter of public 
policy, and different courses of action will appeal to different policy-making 
agencies. 

I come next to a brief discussion of the * ‘public utility concept, especially 
as it has been developed by the railroads ® Peterson formulated the “com- 
mercial concept** some years earlier but did not carry his reasoning to the 
extremes found in the railroad report There were other earlier discussions, 
particularly those of Dean Anson Marston, of Iowa State College Less fully 
developed in certain respects than the railroads' concept. Dean Marston has 
gone far in his suggestion that public facilities, other than land, be made 
subject to the usual processes of valuation for rate-making purposes As 
a matter of economic logic there seems to be no need whatever for departing 
from the investment figures on the books, why the public should bear the 
burden of an inflated rate base if prices rise or why it should suffer a loss 
if prices fall is difficult to understand If all prices and rates moved sym- 
pathetically, there would perhaps be a theoretical reason for varying the 
highway investment figure accordingly, but such a counsel of perfection 
has no appeal in a period when competition has pushed aside abstract legal 
rights to earn. 

The whole problem is, in fact, one of degree, for it cannot be denied 
that the collection of special user payments connotes that governments are 
engaged from some points of view m a quasi-commercial enterprise, as 
distinguished from their relations to users of schools and parks The pre- 
ceding discussion of interest shows that such is the case But the tendency 
is to go too far and to make claims that find no support in the relation 
of highways and streets to all who use or benefit by them Whatever 
may be said to the contrary, the public utility concept as developed by the 
railroads has had no real test in a court of law and has been accepted 
by no official agency speaking authoritatively for the general public 
interest.^® The question is still in the field of debate 

Two of the three special matters involved in an evaluation of the con- 
cept have already been discussed as extensively as time permits These 
are interest and taxes The remaining question is the assignment of responsi- 
bility for costs between motor vehicle users as a class and all other benefited 
parties I cannot go into any detail, but will limit myself to one of several 
vital spots at which criticism must be directed. 

® Breed, Older, and Downs, Highway Costs^ A Study of Highway Costs and Motor 
Vehicle Payments in the United States, 1939, a report prepared for the Association of 
American Railroads 

Colorado has recently adopted a resolution which calls for an annual ascertainment of 
costs, including interest, taxes, and a charge based on the value of lands occupied by roads 
and streets, and an allocation of the sum of these items between motor vehicle users and 
others according to a prescribed formula and between classes of users on a ton-mile basis 
As yet, however, it is not known whether rates of taxation will actually be adjusted accord- 
ing to the findings of such studies 
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The concept hinges on the so-called ''system concept.*' It is urged that, 
till he crosses a state line, the motor vehicle user is aware of no jurisdictional 
boundaries and that all roads and streets within a state, from a busy main 
highway to a cul-de-sac, constitute an organic whole Streets, it is said, 
are merely terminal facilities for intercity operations and secondary rural 
roads are branch lines or feeders "The motor vehicle,’* it is urged, "has 
removed the local use concept from these highways ** Stress is laid upon 
the analogy to rail operations. On the basis of this reasoning, conclusions 
are drawn as to the percentages of motor vehicle user responsibility for 
each of the three road systems 

Without elaborating upon an answer, it seems c|ear that far too little 
weight has been given the facts long known but now clearly established 
by the Highway Planning Surveys as to the preponderantly local character 
of motor vehicle use Thus, in eleven states in a recent year, 37 per cent 
of all trips outside city limits by passenger cars and trucks were to points less 
than five miles distant, 64 per cent to points less than ten miles distant, 
and 84 per cent to points less than twenty miles distant One-way trips of 
a hundred miles or over constituted less than 2 per cent of the total If 
the multitude of short trips made in purely urban travel or in running 
from the farm to the country store were also considered, further emphasis 
would be given to the fact that the motor vehicle is so essentially fitted 
into the average man’s daily life, with its measures of work done and 
pleasures taken, normally at no great distance from his home, that its 
identification with intercity transportation must be limited The conse- 
quences are that the relations of terminals and feeders found in rail trans- 
portation have little to match them in the motor vehicle field This conclu- 
sion serves to indicate, then, the need, in assigning responsibility, for fully- 
reasoned distinctions between the functions of our different road and street 
systems. 

There are numerous other questions which require careful public con- 
sideration. Some relate to what can be done with the facilities we now have, 
some to tolls, local sharing of the costs of waterway improvements, aban- 
donment of uneconomic projects, selling the Inland Waterways Corpora- 
tion operation, and some to the determination, by more expert methods 
of appraisal, the real public interest in the making of further transportation 
improvements. The depression has revealed the weaknesses of our present 
transportation regime and any disinterested appraisal suffices to show that 
much public money has been expended uneconomically. A new orientation 
is needed, with due consideration of the changed tempo of our economic 
life and of the need for consistent, objective appraisals of what it is expected 
to accomplish with given expenditures Public aid always results in over- 

”R H Paddock and R P Rogers, "Preliminary Results of Road-Use Studies,” Public 
Roads, May, 1939, p 52 
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building and often m sheer duplication of facilities The country, now 
more than ever, cannot ajfford these results The problem is largely up 
to shippers, some of whom cry out against the drastic changes in marketing 
methods introduced by new forms of transportation, but others of whom 
continue their indifferent attitude toward government expenditures in their 
desire to bid one form of transportation off against another. There is need 
for an impartial, independent review agency to whom all projects involving 
federal expenditures for transportation should be referred for critical 
analysis A first task of such an agency would be a clear definition of the 
basic economic concepts involved, after hearing from all who have some- 
thing to contribute Such a body would co-ordinate the interests of individual 
departments in particular forms of transportation, see the problem as a 
whole, and be able to advise the Congress, the President, and the states. 
There have been beginnings in this direction in the past few years, they 
should be carried to a point of greater usefulness 

In closing, may I be permitted to say that the shortly forthcoming 
posthumous report on public aids to transportation, prepared by my asso- 
ciates and myself for the former Federal Co-ordinator of Transportation, 
develops at length the reasoning I have briefly sketched here and also gives 
the findings as to public aid, which I have been unable to give you at this 
time 



THE POSSIBILITIES OF ECONOMIES BY RAILROAD CONSOLIDA- 
TION AND CO-ORDINATION 

By George P Baker 
Harvard University 

It appears to be generally agreed among economists and other students 
of the railroad problem that competitive wastes are one of the causes of 
the present railroad illness I believe that it would be more accurate to say 
that curtailment of competition would now offset to some extent some of 
the debilitating influences of other causes of railroad ills, such as the techno- 
logical improvement of highways and highway carriers. It is my purpose to 
discuss the possibilities of actually effecting helpful consolidations and 
co-ordinations, what the railroads and the government have been striving 
or not striving to do in these directions and the forces which inhibit progress 
along this line I shall divide the paper into the obvious two parts con- 
solidation and co-ordination. 


I 

By consolidation I here mean to cover those combinations whereby one 
company becomes dominant in the management of other companies or 
another company as opposed to those joint arrangements for the more 
economical use of facilities, which latter I am here referring to as railroad 
co-ordination 

We would not be worrying about reducing the number of our railroad 
systems if we had not had the Sherman Act of 1890 or the Northern 
Securities Company, Union Pacific and Southern Pacific Supreme Court 
cases on the application of that law The economic and emotional drives 
toward the creation of larger and therefore fewer railroad systems have 
been strong for a hundred years, the means most easily taken to accomplish 
the desired ends being to acquire financial control of the companies con- 
cerned and vote the stock in favor of some form of combination The 
purposes were of course many, but the desire for more traffic, to be taken 
from a competitor, or the protection of traffic which might be taken by a 
competitor, were, along with occasional combinations engineered primarily 
to make money through the financing of the combination, probably the 
most common. Both of the first two aims are contra the spirit and letter 
of the Sherman Act. The latter aim has been made difl[icult of attainment 
by the bestowal on the Interstate Commerce Commission in 1920 of regu- 
lation of security issue, and the regulation of railroad holding companies 
as well as operating companies by the Commission under the Act of 1933 

The prohibitions of the Sherman Act have, of course, been somewhat 
offset since 1920 by the right of the Interstate Commerce Commission to 
grant relief from the provisions of that act where combinations are con- 
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sidered to be in the public interest. In 1920 the law arranged for permissive 
consolidation on a grandiose scale, the hope being that the Commission 
would be flooded with requests for consolidations and would allow only 
those which were in the public interest. This public interest appeared to 
Congress to be the having of a few systems of about equal strength in 
each of several regions in the country. Competition and existing channels 
of trade and commerce were, however, to be preserved wherever possible. 
Unfortunately for the smooth working of the provisions of this act 
strong railroads are usually interested in inequality of systems rather than 
in equality The presence of the consolidation provisions in the Act of 
1920 was quite evidently to make rate making easier for the Commission 
and these consolidation provisions were well worked out from that angle. 
The collapse of the attempt to relate the general level of railroad rates to 
valuation plus the lack of incentive on the part of the railroads to combine 
for other than the main reasons mentioned above has made the consolidation 
part of the Transportation Act ineffective to say the least 

The only important combinations since the Act of 1920 were the control 
of the Cotton Belt by the Southern Pacific, the building up of the Baltimore 
and Ohio System, the building up of the ill-fated Van Sweringen System 
(which, from an operating and traffic standpoint alone, I believe was a 
very estimable job) and the control of some roads by Pennsylvania Railroad 
interests or those sympathetic to them. Although the Commission decided 
after publishing its tentative plan as to how best to combine the railroads 
of the country into a limited number of systems that no one group of men 
could satisfactorily decide what was the best alignment, presidential pres- 
sure produced a final plan in 1929 and the eastern railroads presented to 
the Commission in 1931 a variation of their own, known as the Four 
Party Plan, which the ICC accepted with a few minor changes Depres- 
sion plus lack of incentive prevented any important action on this plan 
In neither the Ripley Plan drawn up for the ICC, the Tentative Plan, 
based upon the Ripley Plan, the ICC Final Plan, nor the Four Party Plan 
were the economies of consolidation estimated with any great care And 
little wonder since the purpose of the first three was the creation of roughly 
equal systems for rate miking purposes and of the fourth the lining up 
of the eastern roads in a way more satisfactory from their own competitive 
viewpoints, in case consolidation was forced upon them. In 1933 came the 
first well-publicized plan to combine the railroads of the United States 
into a limited number of systems, the mam purpose of which was to make 
transportation cheaper to manufacture. This was the Prince Plan 

The Prince Plan, put forward by a private individual, recommended com- 
bining the roads of the United States under seven lease-holding companies, 
and estimated that the savings would amount to 743 million dollars per 
year if based on 1932 traffic figures The net operating income in 1932 
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of the Class I railroads of the United States had been only about 326 
millions. The savings were to be made primarily through the rerouting of 
traffic so as to concentrate it on the best routes and thereby reduce the 
ton-mile cost of operation While the average freight density in 1932 was 
about 1,000,000 tons per mile, various lines of road reached from 20,000, 
000 to 40,000,000 tons per mile per year and the top record was 50,000, 
000 tons per mile per year The Prince Plan stated ”It is to obtain the 
very low unit costs possible only in the higher ranges of tonnage density 
that this consolidation plan has been developed to insure maximum con- 
centration of traffic on efficient mileage and in terminals selected because 
of their superior characteristics and standards The plan called for two 
systems in the East, a Pennsylvania-Baltimore and Ohio combination on 
the one hand, and a New York Central-Van Sweringen combination on the 
other. Two systems were set up in the Southeast, one each in the Southwest, 
Central West, and Northwest, although these latter were not regional 
monopolies, there being considerable intermingling of lines from these 
systems ^ The Prince Plan and its envisioned savings received the careful 
scrutiny of advisory committees made up of railroad men which reported 
to Mr Eastman who had become Federal Co-ordinator of Transportation 
in 1933. These boards cut the savings figures from $743,000,000 to 
$218,462,825 and this latter figure was predicated on the ability to abandon 
road and facilities wherever the railroads desired to do so Somewhat 
offsetting this optimistic element was the rule of the committees that 
co-ordination of facilities was not to be counted on unless the remaining 
facility could handle the 1929 traffic actually handled by the uncombined 

' Poor's Manual, 1938, p 42 An outline of the Prince Plan is given here 

^ Eastern Region, System No 1, North System, was built around the New York Central, 
Nickel Plate, Erie, Lackawanna, Delaware & Hudson, Pere Marquette, Chesapeake & Ohio, 
Virginian, and Boston & Maine railroads with numerous other lines as well 

Eastern Region, System No 2, South System, was built around the Pennsylvania, Balti- 
more & Ohio, Reading, Central R R of New Jersey, Norfolk & Western, and New Haven 
railroads with many other lines as well 

Southern Region, System No 3, Southeast System, was built around the Atlantic Coast 
Line, Seaboard Air Line, Louisville & Nashville and Florida East Coast railways with many 
other lines in addition 

Southern Region, System No 4, Mississippi Valley System, was built around the Southern 
Rlwy , Central of Georgia, the Illmois Central, and the Frisco lines east of Memphis as 
well as many other lines The Illinois Central line west from Chicago was excluded 

Northwestern Region, System No 5, was built around the Burlington, Chicago Great 
Western, Milwaukee, Great Northern, Northern Pacific, Soo Line, and Western Pacific 
with many other lines in addition The Denver & Salt Lake, plus trackage rights over a 
large part of the Denver & Rio Grande were included 

The Central Western Region, System No 6, was built around the Chicago & North- 
western, the Rock Island, Kansas City Southern, the Union Pacific, and the Southern Pacific 
with many other lines in addition 

Southwestern Region, System No 7, was built around the Santa Fe, Katy, Missouri 
Pacific, Frisco (west of the Mississippi River) and Texas & Pacific as well as many other 
lines 

These summaries are taken from Senate Document 119, 73rd Congress, second session, 
p 118 ff, where will be found the detailed list of the railroads in each system A list will 
also be found m PooPs Manual of Railroads for 1938 
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facilities plus 20 per cent By regions, the Prince Plan savings and the 
Advisory Committee savings were as follows ® 


System No 1 
System No 2 
System No 3 
System No 4 

System Nos 5, 6, and 7 (total) 


Prince Plan 
$173,192,000 

185.192.000 

48.210.000 

52.262.000 

284.633.000 


Advisory Committee 
$48,765,500 
65,078,000 
14,736,650 
9,953,638 
79,929,037 


The comparisons in the case of Systems 1, 2, 3, and 4 are not exact since 
there were some minor adjustments in the allocation of railroads between 
systems In the case of Systems 5, 6, and 7 there were important re-alloca- 
tions of railroads between the systems and the exact comparisons of figures 
would be useless While it is natural to expect that the railroad advisory 
committees would lean toward a very conservative figure, it is also probable 
that any attempt at consolidation along such lines as the Prince Plan 
envisaged would arouse an antagonism from labor and local interests 
which would result in blocking a large amount of the savings which both 
sets of figures are based on It seems to the author safe to assume that 
savings under such a plan would not in practice exceed the Advisory Com- 
mittee figures An idea of the way in which the total figures above are 
made up is given in the following table which breaks down the savings 
among the main branches of expenditure for System No. 1 


Estimates of Economies by Eastern Advisory Committee^ 

I Maintenance of ways and structures System No 1 

A Abandonment of mam track and branch line — 1,183 miles at $985 per 

mile $1,165,255 

Abandonment of yard tracks and sidings — 440 miles at $340 per mile 149,600 

B Reduced maintenance first class to second class 260 miles at $380 per 

mile 98,800 

C Maintenance savings as result of abandonment or restricted use of 

structures 1,286,345 


II Maintenance of equipment 
A Locomotive repairs 
B Freight car repairs 
C Passenger car repairs 


6,680,000 

2,650,000 

104,000 


III Traffic 

Reduction due to consolidation of organizations and abandonment of 
overlapping solicitation 5,510,000 


IV Transporation 

A Freight tram mile reduction 7,650,000 

B Passenger train mile reduction 870,000 

C Station expenses 1,986,000 

D Yard expenses 3,236,000 

E Other transportation expenses 323,000 


* Sen Doc 119, 73rd Congress, 2d session, pp 109-111 This document includes the 
Poland Report on the Prince Plan Mr Poland was in charge of the study for Co-ordinator 
Eastman 

* These figures are taken from the manuscript report They were not included in the 
so-called "Poland” report in Sen. Doc 119 above. 
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V Miscellaneous expenses 

A Dining cars 100,000 

B Bus operation none* 

C Other 520,000 

VI. General 

A General office expense 5,862,000 

B Expense of division superintendents 6,052,000 

VII Total economies for System No 1 44,243,000'* 


* On System No 2 there was an estimated saving of $425,000 on this item The Reading- 
Jersey Central operated twelve round trips between New York and Philadelphia while the 
Pennsylvania Greyhound operated twenty-one round trips It was estimated that if the 
Pennsylvania Greyhound increased its service 25 per cent and the Reading- Jersey Central 
bus service ceased operation the saving would be $125,000 pJer year Abandonment of the 
B & O bus service in the New York metropolitan area would save, it was estimated, 
$300,000 per year The $125,000 saving was found by multiplying 498,400 bus miles by 
twenty-five cents per mile 

‘*This total figure became, after various adjustments, the 48,765,500 figure in the pre- 
ceding table 

The Committee estimated that 35,000 out of the 467,000 employees of 
1932 would be released and twice as many dislocated, that it would 
adversely affect small communities and benefit some large ones, that its 
effect on the growth of the country would be good (one member differed), 
and that management could handle such large systems but no larger. The 
Prince Plan suggested arrangements for the protection of labor of a kind 
roughly similar to those of the Washington Agreement of 1936 and the 
estimated savings given above are after such estimated protective payments. 
The Prince Plan, like its predecessors, has not been put into effect 

In his report to Congress in June, 1934, Mr Eastman included for 
discussion a plan for new railroad legislation by Mr. Leslie Craven, for- 
merly of Duke University Law School This plan included many interesting 
features not pertinent here and one feature which is very pertinent It pro- 
vided for compulsory consolidation. Mr Craven believed that Congress 
could compel consolidation of railroads ''under its powers to establish 
post-offices and post roads and to provide for the common defense,” but 
that an even better basis was that "under the interstate commerce clause 
the federal government has ample power to require compulsory unification 
of the existing lines into federal corporations, and to forbid the conduct 
of interstate commerce by any other corporations The sovereignty of Con- 
gress over interstate commerce is plenary and limited only by the fifth 
amendment If Congress decides that it is necessary to require consolidation 
in the regulation of interstate commerce, its judgment in that respect is 
not subject to investigation by the courts.”® While the membership of 
the Supreme Court might have resulted in official disagreement with this 
view in 1934, it is my belief that with the present make-up of the Court 
congressional power in this regard would now be upheld. 

^Sen Doc 119, 73rd Congress, 2d session, p 98 
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Before discussing the opposition to consolidation, I should like to focus 
attention for a moment on the case of the Associated Railways.® The Trans- 
portation Act of 1920 planned to have the railroads propose consolidations 
to the Interstate Commerce Commission and have that body allow some 
and dismiss others, depending on how they fitted into the Commission’s 
plan. The Minneapolis and St Louis Railroad has been a ''weak sister” 
among the railroads of the United States for a long time It operates through 
a well-railroaded area of the country from the Twin Cities south and west. 
Its main line runs south and then east to Peoria. It has many branches. 
In 1934 the RFC was struggling with the problem of a loan to this 
railroad and Chairman Jones suggested that the RFC would be willing 
to finance a consolidation project which was based upon the splitting of 
the Minneapolis and St. Louis between the other carriers in the region. 
These were the Chicago and Northwestern Railway, the Chicago, Burling- 
ton and Quincy Railroad, the Chicago, Milwaukee, St. Paul and Pacific 
Railroad, the Chicago, Rock Island, and Pacific Railway, the Great Northern 
Railway, the Illinois Central Railroad, the Minneapolis, St Paul and Sault 
St. Mane Railway. The Chicago Great Western Railroad was a party in the 
earlier stages of the plan but later withdrew The Associated Railways Com- 
pany was organized to acquire the property of the M and St L for $7,200,000 
to be loaned to the Associated by the RFC. The property was to be bought 
at auction which would have been the first time for iijany years that any 
bidder would have been present to offer to buy the M and St L which 
had been bankrupt for a long time and had been hopefully announcing 
auction dates for some time past. The Associated was to abandon almost 
five hundred miles of road and sell the rest of the property to the other 
railroads mentioned above 

This IS the type of consolidation project which from the viewpoint of 
the rationalizing of our national railroad system, of reducing wasteful 
duplication and resultant high cost of operation of the railroads as a whole 
appears to me highly desirable In his excellent dissent on this case Com- 
missioner Meyer states ^ 

The applications before us represent a process or method which is essentially con- 
structive, in spite of the unavoidable incidental destruction This process will force itself 
upon many localities throughout the country as it has here because existing conditions 
compel it In my opinion there is no other way out of the present railroad situation than 
to rearrange much of the remaining railroad mileage and to co-ordinate its operation 
within itself and with other agencies, especially with the highway The unavoidable property 
losses accompanying rail and highway readjustments must be regretted and should be held 
at a minimum, out there is no way to escape them entirely Not a single modern highway 
has been created without benefiting certain owners of property and damaging others Few 
railroads can be abandoned without mjury to some citizens The loss of railroad employ- 
ment can generally not be offset by gains m employment connected with the highway, yet 
a reduced number of railroad jobs is surely to be preferred over no railroad jobs It would 
be most unsound to attempt to keep railroad mileage in operation purely for the jobs it 

• 228 ICC 277 

’ 228 ICC 378 
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would perpetuate and when public convenience and necessity no longer require its opera- 
tion 

The country at large may not fully realize what it is facing in the field of transportation 
and all that is connected with it What is said here so brieny is intended both as a small 
contribution to general public thought on the subject and as a public notice of what in 
my judgment the country is up against 

But those representing labor on the Minneapolis and St. Louis, the ship- 
pers’ organizations, the defense committees, and the state railroad commis- 
sions had no such views. And these groups and many others violently dis- 
approved of the "dismemberment” of the railroad The three petitions of 
the Associated Railways to the Interstate Commerce Commission were ( 1 ) 
to amend the Commission’s consolidation plan, since the M and St L 
had been assigned to the Illinois Central System (System No 10) in the 
Commission’s final consolidation plan of 1929, (2) to allow the Associated 
Railways to acquire the Minneapolis and St Louis Railroad, and (3) to 
allow the Associated Railways to abandon certain trackage The broader 
question of how these proposals fitted in with a wise long-run policy of 
reducing the competitive wastes in our railway system as a whole, although 
I believe it should have been the most important factor in the Commis- 
sion’s decision on all three above petitions, was lost sight of by the ex- 
aminer in his report and apparently also lost sight of by members of the 
Commission with the exceptions of Commissioners Eastman, Miller, and 
Meyer 

The majority apparently focussed upon the question, "Can the Min- 
neapolis and St. Louis exist by itself with the help of a new and superior 
management^” and since the conclusion was, "Yes, it probably can,” the 
corollary became service can therefore be preserved on most of the parts 
of the system which the Associated would otherwise abandon Also, com- 
petitive routes and channels of trade could be preserved, to the satisfaction 
of whoever was responsible for that unfortunate phrase being incorporated 
into the Act of 1920 The reasoning used by the Commission was primarily 
that often used in an abandonment case whether or not privations which 
would be inflicted by abandonment justify the continuation of the burden 
upon the railroad This is at best a muddy concept since it customarily fails 
to go back of the word railroad to find who in fact is subsidizing the 
gratuitous service — what type of other shippers or security holders, etc 
But since the ICC would not lay stress upon the validity of settling such 
a local issue upon the good or bad effects upon the railroad situation as a 
whole, its course was clear It believed the M. and St L could be saved 
by better management and that labor and the communities would be saved 
from the painful results of abondonment The petitions were all turned 
down What I want to stress in this case is, first, that the Commission took 
the narrow view after (if not because of) vociferous local protest, and, 
secondly, the failure of this attempt at co-operative action (truly amazing 
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co-operative action in that seven roads succeeded in agreeing on one plan) 
could not help but be a very real damper on railroad co-operation toward 
similar rationalizations of the railroad situation. 

Mr Eastman and Commissioner Miller concurred in the results These 
men did not believe that '"having in mind the general railroad situation 
in western trunk line territory . . . the consummation of this plan 

would be opposed to the public interest/' that "in sum total the results 
would be beneficial so far as the general public interest is concerned," but 
that the creditors were "fairly entitled to retrieve as much as possible from 
the properties and since the present plan was developed there has been a 
change in conditions which makes it doubtful whether the plan now under 
consideration is the best that can be devised from their point of view 
They felt the plan should not be thrown aside but held in abeyance until 
it appeared whether the creditors could work out a better one This ap- 
proach appears at first sight to be the concentration upon another relatively 
"local" factor — the investor, like the shipper or the worker, rather than 
the national good, but Mr Eastman's customary breadth of concept makes 
one suspect that his placing weight here is because he feels that the inflow 
of private capital into the railroad industry is essential (at least for a little 
while yet) to the welfare of the industry as a whole and that blocking this 
plan of the M and St L creditors would have been a discouraging factor 
to investors in general If that had been the main reason for Commission 
disapproval, the decision might not have had the same deadening effect on 
railroad management in regard to co-operation toward consolidation as it 
did 

Almost twenty years have now passed since the Transportation Act of 
1920 with its hoped for consolidations The railroads are in general in a 
sorry plight and further consolidation would relieve them somewhat Why 
does It not take placed Because opposition to consolidation has come from 
labor, from local interests, from the government, and from management 

Labor naturally opposes consolidation because the immediate effect of 
consolidation, other things being equal, is to reduce jobs even though in 
the long run it might result in more railroad jobs than if such projects were 
not consummated Labor's view, if it believes government ownership means 
preservation of useless jobs, as it quite probably would, seems well jus- 
tified when considered from the viewpoint of preserving employment with- 
in this industry The fallacy does not appear clearly until one considers 
labor in the railroad industry as only a part of all labor in the country and 
realizes that the present attitude results in less goods and services being 
produced within a period than would be produced with more effective use 
of labor. 

The evident danger of laying oflF men resulted in a protective clause in 
* 228 ICC 375 
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the **pro-co-ordination'' Act of 1933. This act provided that 

The number of employees in the service of a carrier shall not be reduced by reason 
of any action taken pursuant to the authority of this title below the number as shown 
by the pay rolls of employees in service during the month of May, 1933, after deducting 
the number who have been removed from the pay rolls after the effective date of this 
act by reason of death, normal retirements, or resignation, but not more in any one 
year than 5 per cent of said number in service during May, 1933, nor shall any employee 
in such service be deprived of employment such as he had during said month of May 
or be in a worse position with respect to his compensation for such employment, by 
reason of any action taken pursuant to the authority conferred by this title* 

Another section required compensation to employees for expenses and 
property losses suffered because of transfers resulting from co-ordinations. 
Mr. Eastman’s vigorous attempts to advance co-ordination through intel- 
ligent study and exhortation followed during the next three years, during 
which time the subject of combinations of various kinds was alive, and in 
May of 1936 the major railroads of the country, with a few exceptions, and 
the labor organizations drew up and signed the so-called “Washington 
Agreement” which arranged for payments to men laid off because of com- 
binations of one kind or another 

This five-year agreement provides for compensation for expenses and 
property losses in case of transfer and arranges for payments of 60 per cent 
of the previous average monthly earnings of an employee as remuneration 
to men laid off because of combinations The length of time over which 
these payments continue varies according to the length of service with the 
company and runs, in the case of men with more than fifteen years’ service, 
as long as five years In lieu of such compensation an employee may accept 
a separation allowance as a bulk sum payment This runs up to as much as 
one year’s pay in the case of a man with fifteen years’ service This agree- 
ment became necessary, from the labor viewpoint, when it appeared that 
the office of Co-ordmator of Transportation would not be continued after 
June, 1936 The protection under the law of 1933 applied to combinations 
effected through that office 

The Washington Agreement was hailed as the overcoming of one of the 
main barriers to co-ordination and consolidation. It has not proved so, for 
although it has inhibited management only in the smaller co-ordinations it 
failed to affect the major opposing attitude of the organizations, the same 
organizations which succeeded in blocking extension of the oflSce of Fed- 
eral Co-ordinator after June, 1936 To quote from the official organ of one 
of the more vociferous of the tram service brotherhoods 

I want to emphasize that so far as the Brotherhood of Railroad Trainmen is concerned, 
the agreement with the carriers relative to consolidation and co-ordination can in no 
sense be interpreted to mean that the way is clear for railroad consolidation and co- 
ordination This Brotherhood will continue to fight as vigorously as it always has, such 
efforts to economize at the expense of humanity We have now entered into an 

* Section 7b of the Emergency Railroad Transportation Act of 1933 

Railroad Trainman, July, 1936, p 386 The above statement appears in the 
'‘President’s Department" of the magazine 
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agreement with the earners, designed, not to improve the standards of living or working 
conditions of railroad workers, but to share with them a small portion of the booty that 
would come to the coupon clippers if Wall Street’s demand for "economy” at the expense 
of humamty, is carried out 

Labor believes consolidation means fewer jobs and is therefore against 
it. The legislative and executive departments of the government are labor 
conscious and labor*s attitude is therefore of first importance in explaining 
the lack of consolidation over the past few years. 

Local interests, those hurt through consolidation by withdrawal of shops, 
yards, shipping facilities, and services of all kinds, are powerful in the pre- 
vention of combinations, for the benefits to our society as a whole are not 
clear cut or easy for the average man to grasp; the deprivations coming 
from abandonment or curtailment of service or the shrinkage of population 
within a town are immediate and easy to visualize. Whether or not we 
should expect our national government to countenance such painful local 
readjustments in the interest of the long-run common good is a debated 
question. I think we should. But there is no question that in such a case as 
the Minneapolis and St Louis our government is not now tending to do so 
Like a group of men about to lose their jobs, local interests about to lose, 
or see decreases in, their incomes have no interest in the general plight of 
the railroads of the country under private operation To them government 
ownership through wholesale bankruptcy would be highly preferable to the 
threatened loss of service with its unfortunate results . 

Governmental opposition to consolidation has been expressed in three 
ways by the ICC laying stress upon the effects on labor and local inter- 
ests rather than a wise national economic policy, by a lack in liberalizing 
consolidation provisions of the Act of 1920, and (if it does have the 
power) by a lack in the enforcement of consolidation upon the railroads 
In a government by pressure groups where there is no important pressure 
group working for consolidation it is not strange that we do not have it. 
What effective pressure there is in Congress is against it. 

Management opposes consolidation much of the time because proposed 
plans almost always include some arrangements unsatisfactory to each party, 
because if existing channels of trade and commerce are preserved wherever 
practical and competition is preserved as much as possible the incentive 
toward combination decreases and lastly it is often felt that no matter what 
proposals are put forward the government’s attitude will be suspicious and 
unco-operative There is one notable exception which should be made when 
speaking of the government and that is the RFC which has endeavored 
to promote consolidation Of course, from June, 1 933-36, Mr. Eastman’s 
activities were a striking exception also But the ICC was careful not to 
commit itself as backing the Co-ordinator fully and Congress certainly did 
not. 

In addition both the management, considered as human beings, and the 
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security holders often have reason to oppose consolidations The two presi- 
dents of two individual roads cannot l^th be president of the ensuing top 
company and the uncertainty which a considered consolidation brings to the 
hearts of all men in the management of any company cannot be overlooked 
as an emotional factor m the numerous reports which are prepared prior to 
any decision on the matter. Finally the treatment of security holders de- 
pends primarily on the estimated savings and earnings of the new combina- 
tion Since the earnings vary from year to year and the estimates from day 
to day there are always likely to be some security holders who feel quite 
honestly that they should be treated differently. 

With such opposing forces to consolidation it seems to me that there is 
only one way to get important consolidations in this country and the sav- 
ings which would at least eventually ensue. That is through a federal law 
which requires consolidation into a limited number of systems, preferably 
not more than the seven in the Prince Plan I believe that with the present 
make-up of the Supreme Court such a law would probably be held con- 
stitutional I also believe that Congress feels it politically unwise to pass 
such a law and that we will therefore have no general consolidation, de- 
sirable as that is, for a considerable time to come 

II 

The second division of this paper deals with railroad co-ordination In- 
cluded in this term are joint use of terminals, trackage rights of one road 
over another, pooling arrangements, in short, any arrangements which 
enable the work of two or more roads to be done at less cost through co- 
operation Some of these arrangements make possible complete abandon- 
ment of some facilities, some simply reduce cost by allowing parts of 
properties to be maintained at a lower standard, and some attain their 
savings through reduction of operating costs by concentration of tonnage 
and reduction of train miles There is little new about such arrangements. 
They have been prevalent for a hundred years or more There are very 
many of them, the well-publicized figures of the Association of American 
Railroads being that 24,000 miles of track, 263 engine terminals, 1,366 
freight stations, 1,902 passenger stations, 618 yards, and 472 large bridges 
are used jointly.^^ There is many a belt line owned jointly by trunk line 
roads and many a joint switching arrangement the country over The Penn- 
sylvania Railroad uses trackage arrangements whereby it operates over more 
than 400 miles on other lines and grants like privileges to other railroads 
over 570 miles of its own lines It has 113 cases in which it receives track- 
age rights from other railroads and 195 in which it gives such rights It 
owns jointly with other roads 27 railroads and uses 139 stations jointly 

Address by M J Gormley, Executive Assistant, Association of American Railroads, 
March 25, 1938, Springfield, Massachusetts 
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with other roads The question is not one then of why do the railroads 
not co-ordinate but considering the very great number of possibilities why 
do they not do it more^ I shall describe first a few specific types of co- 
ordination and the problems involved, and then endeavor to clarify what 
It IS which inhibits co-ordination and discuss the possibilities of overcom- 
ing such inhibitions. 

A relatively simple instance of successful co-ordination involves the 
use by the Baltimore and Ohio Railroad of the Pittsburgh and Lake Erie 
R.R tracks for 58 miles between McKeesport and Newcastle, Pennsylvania. 
It is a good example of a sensible co-ordination involving savings to the 
B. and O well in excess of the additional expense to the P. and L E This 
arrangement follows the well-known formula of splitting the savings and 
the increased costs between the two railroads It enables the Baltimore and 
Ohio to operate over a better grade line The B. and O retains its original 
line for local service and for through service between Pittsburgh and Buf- 
falo It is an arrangement which should last for a long time to come. 

I should like to pay especial attention, however, to those co-ordination 
projects which have not reached consummation and I give here three fairly 
typical cases 

First IS a simple case of two railroads meeting end to end Two engine 
houses have been in use The savings through use of one engine house for 
locomotives of both roads are not very great but they exist Co-ordination 
has here been blocked by the labor organizations which refuse to allow the 
movements of locomotives of one road over the track of the other road 
between the station and the roundhouse except upon payment of additional 
wages The adjustment board would probably uphold the organizations on 
this point The savings under such an arrangement disappear 

Another case has to do with two roads which have branch feeder lines 
reaching up into a group of valleys If the lines were co-ordinated, all im- 
portant points could be served and there could be considerable abandon- 
ment of trackage A proposal is made by the executives of one road that 
some rationalization of this situation be worked out and a plan proposed 
that envisages swapping of some lines, abandonment of others On analysis 
it appears that the proposing road ends up with the best part of the terri- 
tory; the second line with the worst The second line then suggests its 
plan, in which it appears that the traffic is more evenly divided but road 
No 2 IS nevertheless now definitely on top Although road No 2 would be 
willing to discuss the problem further, road No 1 disclaims any interest 
in proceeding further The matter drops This is merely human nature in 
its more usual state If one is very idealistic one condemns it If one tries 
to be practical, one should expect it and plan to meet it somehow. 

Yet another typical instance of an unsuccessful attempt at co-ordination 
regards two roads which both reach into two small manufacturing towns in 



152 


American Economic Association 


different areas. The suggestion is made that each drop out of one town. 
There is no doubt but that service would remain excellent from each. This 
scheme did not go through mainly because the traffic department of one 
railroad thought that the prospects over the next few years of one region 
(the one which it would have to get out of) were more hopeful than the 
other This road estimated that its branch covered its expenses anyway and 
it would not gain as much traffic from its competitor at the second point as 
It lost at the first. 

The above abortive attempts to co-ordinate failed because of labor pay- 
ment rulings in one case, a tendency to horse trade rather than co-operate 
in the second, and because the suggested swapping of abandonments worked 
out unevenly in the third 

As to lafc^r complications, the Washington Agreement, which is often 
blamed for preventing co-ordinations, is probably not much of a factor 
Schedule rules and seniority districts, etc , and general labor disapproval 
undoubtedly are among the important barriers to co-ordination This is part 
of a larger problem than co-ordination and the chances of a reduction in 
these barriers is tied up with the chances for change in governmental at- 
titude toward labor after 1940 

As to lack of co-operation between managements, this factor is certainly 
not going to change much unless some managements are scared into co- 
operation by government action Such action does not seem probable, how- 
ever It IS unfortunate that in the railroad situation one unco-operative 
management can so seriously hamper the co-operative efforts of many others 
It is also unfortunate that the organization for co-operative effort, the As- 
sociation of American Railroads, has not been able to inspire more actions 
of a constructive kind in the area of co-ordination This organization has 
no power to enforce and any hopes that it may instigate co-ordination on 
a larger scale must be based upon the hope of inspired leadership in that 
direction. 

In the third unsuccessful co-ordination example above, the attempts 
halted when it became evident to one party that it would not seem to have 
anything to gam and would probably have something to lose in the swap, 
as was the case in the second example as well. The application of the 
simple formula of splitting the additional expenses and splitting the sav- 
ings would help solve most of these cases if there was also some way of 
allowing for earnings on traffic handed over from these feeder lines to 
main lines of the parent systems Arrangement need also be provided for 
future changes in the traffic coming to or off the lines. It is necessary, how- 
ever, to give up hopes of increased competitive advantages in the future. 
A formula which looks toward filling these needs has been worked out by 
two railroads which are still negotiating to make an agreement on this basis 
and I shall describe this formula shortly. 
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While opposition to co-ordination in cases where at least one party is 
dissatisfied with the status quo is great enough, opposition is, of course, 
much greater in the many cases of potential co-ordination where operating 
economies on at least a small scale would be possible but where neither 
company is losing money out of pocket with the present setup In a great 
many of these cases, nevertheless, both parties might gain through some 
arrangement which combined both swapping and pooling. In those cases 
where a co-ordination calls for a definite sacrifice on the part of one road 
for the "benefit of the railroads of the country as a whole," as is often 
urged, the opposition of private management is natural and well founded. 
The officers of a railroad company are appointed to make the property pay 
a return on the investment. In addition they are legally restricted from mak- 
ing agreements which obviously impair that investment Whether this is 
wise or not as a part of our economic system is outside the scope of this 
paper. But the action of a railroad president who refuses to co-operate in 
a co-ordination which is to the detriment of his stockholders is a symptom 
of the working of the institution of private economic enterprise. It is a 
natural and, I think, a perfectly healthy symptom I personally believe that 
private economic enterprise is in the public interest and that part of the 
price we must pay for it is the lack of co-ordination which we might other- 
wise have I conceive of enforced large-scale consolidation as a better way 
to gain economies than co-ordination since we can have both large savings 
and private enterprise 

The formula mentioned just above applies to a proposed co-ordination 
where one road parallels another for approximately 100 miles and then 
turns away up a valley to a terminus 50 miles beyond The road which is 
paralleled is part of a through line A good sized city is at the other end of 
the 100-mile duplicate track There is not sufficient traffic to justify use of 
the two roads as a double track. The managements of both roads appear to 
be sincere in a desire to co-ordinate if possible and the proposal has been 
to abandon the 100 miles of track on one road and have the other road 
lease the 50-mile branch up the valley. Other possibilities would have been 
trackage rights over one line, with resultant useless duplication of tram 
miles, or bridging — having one road carry the cars of the other for its 
account. The law department of one road believed the ICC would not 
approve the latter arrangement, however, since it splits responsibility and 
transportation. 

This co-ordination project would normally have failed to progress to- 
ward fruition because of three factors* (1) the system revenue from the 
line to be abandoned and the branch line showed a net return after out-of- 
pocket costs of carriage on the system; (2) the traffic department of that 
road did not want to give up the possibilities of future traffic development 
in the branch line territory; and (3) both coal and oil and ties for railroad 
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use came off the branch line and were earned without freight charges to 
other parts of the system. The first of these factors merely tends to reduce 
incentive; the other two are real problems. 

The plan calls for operation of the branch line by the second road, the 
one with the through line, and arranges to make a pool territory out of the 
branch and that part of the second line which parallels the track to be 
abandoned. All system revenue accruing to either system from all traffic 
originating or terminating in pool territory and all revenue from traffic 
originating or terminating on new branch lines or extensions which may 
be constructed at joint expense is to be pooled regardless of direction of 
movement or on which system it moves after leaving pool territory. The 
remaining operating company in pool territory is to become pool manager 
and distributor of the pool earnings but access to accounts is open to the 
other company. The operating company pays to the withdrawing company 
a percentage of the total gross pool revenue. This percentage is found first 
by taking one half the loss which the withdrawing road would suffer and 
adding one half the gam which the operating road would obtain (thus 
getting an estimated payment from the operating road to the withdrawing 
road) and relating this total to the gross income In other words, for a trial 
period the gains and losses would work out at a given sum which is say 30 
per cent of the gross revenue. This 30 per cent of gross becomes the annual 
payment from one road to the other. In addition, the operating road agrees 
to pay the other road, when the latter carries pool traffic on its system, 
45 per cent of the division which would have accrued to that system — to 
cover its out-of-pocket costs 

Thus, although one road has withdrawn from a territory in which it 
had traffic influence its net earnings are actually better than before if the 
traffic remains the same, while, if it increases, this withdrawing road par- 
ticipates in the increased income, even though no traffic touches any part 
of the latter line’s system 

Arrangements are made for changing the percentage in case of change 
in the size of one of the systems through consolidation, etc , but not through 
abandonment Savings in taxes, major expenses due to acts of God, and 
payments under the Washington Agreement are all to be split half and 
half. The problems and prohibitions so often raised because of underlying 
mortgages on lines to be abandoned are fortunately not an important fac- 
tor here. The problem of what to charge for carriage over pool tracks of 
company material for the withdrawing line, which not only would receive 
oil, coal, and ties from pool territory but owns the large tie plant on the 
branch line, was worked out by charging full freight rates to the inter- 
change point for the commodities carried The increased cost to the with- 
drawing line (the difference between the full freight charges and the out- 
of-pocket costs of carriage under the previous 'Tree haul” operation over its 



The Transportation Problem 155 

own line) is somewhat offset by the percentage participation in the pool 
income from this traffic. It is possible that the ICC might object to this 
arrangement since in a way it resembles a kind of '‘rebating.*' Certainly it 
IS unlike the abuses because of which rebating was made illegal No other 
arrangement could be worked out, however, which did not so detract from 
the practicability of the plan to the withdrawing road that the co-ordination 
would have been blocked on this difficulty alone. It is to be hoped and ex- 
pected that the ICC will look upon such situations in the light of the de- 
sirability of making voluntary co-ordination as a whole easier, not in the 
light of a strict and narrow interpretation of law. 

The one problem still being negotiated has to do with what arrangements 
shall be made if the pool revenues fail to cover the percentage payments, 
the out-of-pocket cost of handling pool traffic beyond the branch line, and 
the actual cost of operating the branch line. The operating road would like 
to arrange to have the withdrawing road make up such loss and if the 
latter road desires, then abandon the line. The latter road, however, wants 
to preserve the right in such a case to have trackage or bridging rights. 
So the matter now stands. 

Stress has been laid on this plan since it goes several steps beyond the 
more simple halving of gam plus loss of the trackage agreement type and 
It offers balm for the road which withdraws from a competitive territory. 
It seems possible, for instance, that some similar attack on two of the de- 
scribed unsuccessful attempts at co-ordination might bring success and sav- 
ings. This pooling plan has been at least two years in conference It was 
thought about fitfully for ten years before that It is complicated, although 
it IS short and simple compared with the Northwestern-Milwaukee pool 
agreement which covers ore movements into Escanaba It is a good example 
of two things, first, that when you see an obvious case of duplication it may 
not be a simple thing to remedy it; and, second, where there is time and 
a great deal of perseverance it can often be done Because of the need of 
these two things, however, it more often is not done, unless the savings 
appear very sure and very large. 

Before summing up our treatment of railroad co-ordination I should say 
a word about terminal co-ordinations. There is undoubtedly considerable 
opportunity for savings taking the country as a whole, but there are many 
important forces which militate against it Among them are that taxes may 
continue on much of the abandoned property and greatly cut down the sav- 
ings and therefore incentive in many cases; lines with a superior terminal 
have no desire to let a competitor take advantage of it (offsetting situations 
in separate cities seems the best way to handle this, but circumstances do 
not often neatly fit this kind of arrangement); and any large-scale co- 
ordination of the terminal facilities of competing carriers involves the com- 
plicated problem of dispatching and brealdng up competing trains in the 
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same yard. When there would be several roads all offering overnight service 
between two cities and all used to having their trains leave town at the 
same time, with little or no leeway in their schedules, the situation would 
become extremely complex. The answer appears to be that it is not very 
feasible to have the co-ordination unless you get a pool arrangement out 
over the line, too Such arrangements seem to me desirable but again con- 
solidation appears to be a better way to do it. 

Besides the study of the Prince Plan, mentioned in Part I of this paper, 
the Federal Co-ordinator of Transportation had many studies which at- 
tacked the savings problem by categories rather than systems Studies were 
made of terminal co-ordination projects and savings were estimated at be- 
tween 25 and 50 million dollars.^^ Savings through car pooling on a 
nation-wide scale were estimated at almost 100 million dollars,^® by pas- 
senger traffic solicitation co-ordination at about 15 million, and by mer- 
chandise traffic co-ordination at savings possibly as high as 100 millions 
In general the railroads did not agree as to the amounts which could be 
saved through such broad co-ordination. 

When I summed up my ideas as to the barriers to consolidation on a large 
scale I said there was opposition from labor, local interests, government, 
and management. Labor and local interests seemed most important When 
we look at the barriers to co-ordination we find that the attitudes of labor 
and management are more important than the others and I believe that at- 
titude of management is the main barrier here. I do not look upon this, 
however, as a wholly undesirable phenomenon. To the degree that such 
opposition IS based upon a non-co-operative spirit where mutual benefit is 
possible it is unfortunate; to the degree that it reflects the careful preserva- 
tion of the existing competitive advantages of a company owned by a 
group of stockholders, I believe it is justified and I believe it is desirable 
I do not mean that I think management should not investigate with care 
the possibilities of long-run benefits in spite of apparent short-run conces- 
sions, or that management should not extend itself to the limit to discover 
ways of attaining mutual benefit in cases where simple swapping or the 
simple application of halving the net savings does not suit both parties. 
I think more effort is expended in these directions, however, than many 
people give the railroads credit for. 

Lastly, what can be done, or more exactly, what do I hope will be done 
along these lines to reduce the cost of the manufacture of transportation? 
I hope that in the absence of enforced co-ordination on a larger scale some 

^Report on Economy Possibtltlies of Regional Co-ordtnaUon Projects, Fed Co-ord of 
Trans, Feb 14, 1935. p 11 

^Report on Freight Car Pooling, Section of Car Pooling, Fed Co-ord of Trans, Oct 
23, 1934, p 3* 

Passenger Traffic Report, Fed Co-ord of Trans, Jan 17, 1935, p 59 

“ Conclusions of the Fed Co-ord, of Trans, on Merchandise Traffic, May, 1936, p. 8. 
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nanagements will continue and others begin to prosecute co-ordination 
projects, but I do not believe the result will importantly aflFect annual net 
income of the railways of the United States. I hope that in the absence of 
enforced consolidation on a large scale the ICC will base its consohdation 
decisions on a broader concept than it did m the Associated Railways case, 
hat Congress will relieve the Commission of the need of having consolida- 
tions conform with its plan of 1929 and of preserving competition as 
fully as possible and the need of maintaining wherever practicable exist- 
ing channels of trade and commerce, and that labor (although this is 
iighly improbable) may somewhat soften its anticombination attitude. In 
iddition, I sincerely hope that the Association of American Railroads will 
)Omehow inspire more co-ordinations and consolidations than it has done in 
he past. These are all hopes which I have little reason to believe will come 
rue Lastly, I believe that Congress now has the power to enforce con- 
>olidation into a limited number of systems regional in character, that such 
ronsolidations would result in savings of at least 200 million dollars per 
^ear, and that Congress should overlook labor and local pressure upon itself 
ind pass such legislation. Because of the reasons stated throughout this 
paper, this, too, is only a hope I do not expect it to happen. 



DISCUSSION 

C. S. Duncan: Commissioner Eastman, like the jesting Pilate, has pro- 
pounded his question without stating the answer 

As I see it, he presents to the members of this Association a crucial prob- 
lem of the day in this simple inquiry: *’What is a minimum reasonable rate^” 

The Commissioner has set forth three theories, somewhat vaguely defined 
to be sure but capable of statement* 

1 A reasonable minimum rate is one which covers “out-of-pocket expense” 
of hauling the trafiic, with some margin over. 

2 A reasonable minimum rate is determined by “the full allocated cost of 
service,” which would include also a fair return on the value of the property 
used in rendering the service 

3 A reasonable minimum rate cannot be determined by formula but it is 
a matter of judgment and discretion on the part of the regulatory body so to 
adjust the rate as to prevent destructive competition, promote the use of the 
most economical agency, and stabilize and improve the financial conditions of 
the transportation industry 

There is clear indication in the statement by the Commissioner that, in his 
own mind at least, the correct and clearly defensible principles have not yet 
been established This is a period of experimentation. We are in the process 
of working out such principles. 

Not only are there cases now pending involving this question of a reason- 
able minimum rate but recently cases have been decided which involve all of 
the elements Perhaps more significant than any other is the recent case decided 
by the Commission on September 25, 1939 (I & S Docket No 4614) involv- 
ing the transportation of petroleum in the states of Washington, Oregon, 
Idaho, and Montana. 

In this instance, what did the Commission say in regard to a reasonable 
minimum rate^ Here is one point that is pertinent “It should be kept in 
mind that we are not here fixing reasonable maximum rates for river-truck 
routes, which would have to be based on all costs, but are trying to determine 
what incentive the rail lines must afford the California refiners to create that 
equality of opportunity which should fairly apportion the traffic between rail 
fines and the river-truck routes ” In my opinion, the phrase “fairly apportion 
the traffic” is most significant. The rate proposed by the railroads from north 
coast points to the Inland Empire was 25 cents per hundred pounds With re- 
spect to this rate the Commission found that “it is apparent that the proposed 
rates are compensatory, considering all costs ” Again they said, “To the most 
important destination point, Spokane, the evidence justifies conclusions that the 
proposed rail rate of 25 cents from north coast ports would yield some margin 
over full costs ” The proposed rate by the Great Northern of 25 cents per 
hundred pounds from the Montana field was found to be “not merely compen- 
satory, on the so-called ‘out-of-pocket’ basis, but high enough to cover all costs 
and yield substantial profits.” 

Was this rate of 25 cents a hundred a reasonable minimum rate.^ The Com- 
mission said it was not and ordered the proposed rate canceled without preju- 
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dice to a rate 3% cents higher What is the argument for upping the rate 
that had been found by various factors to be a reasonable minimum rate? I 
think the answer lies in the phrase to which I made reference, *’fairly appor- 
tion the traffic ” In this outstanding case, therefore, the Commission, using its 
judgment and discretion, has undertaken by means of a minimum rate adjust- 
ment to divide the tonnage among the various agencies. 

Granting, however, as the Commissioner does, not so clearly in this paper 
but elsewhere, that there is a surplus of transportation agencies and such a 
surplus that available traffic is not sufficient at any allowable level of rates to 
support them all, what is solved by dividing and subdividing this traffic and 
these revenues among various agencies? 

My humble suggestions for the consideration of the Commissioner and his 
colleagues are as follows 

1 It IS the duty of the Commission to direct the attention of Congress and 
the public, forcefully and persistently, to the underlying situation which the 
Commissioner says has not been committed to the Commission for determina- 
tion and consideration, namely, the development of transportation facilities by 
public expenditure, public aid, or subsidy 

2 To meet this underlying situation the Commission should ask for and 
be given the same authority with respect to certificates of public convenience 
and necessity for the construction of waterways, highways, and air routes for 
commercial purposes as it now has for railroads 

3 The problem of the private carrier, or one hauling his own commodities 
in his own conveyance, made possible by public expenditures alone, can be 
met in only one effective way The railroads at one time were private carriers 
of this sort They handled their own coal over their own tracks in their own 
cars, for commercial purposes This seemed to be unfair for a public service 
carrier to do Congress thereupon passed a Commodities Clause forbidding the 
railroads to haul in commerce the traffic which they own A provision has been 
proposed, and it should be adopted, to extend the Commodities Clause to all 
transportation agencies. 

4 The Commission should not continue to deal with the question of the 
minimum rate with respect to individual commodities on the theory of fairly 
apportioning tonnage Sooner or later the Commission must pass judgment upon 
the general usefulness of each agency 

Dr Morgan was too, too successful m accomplishing one purpose he had in 
mind; namely, not to tell us the findings as to public aid resulting from his 
extensive study 

Let me state at the outset how far I can go in agreeing with Dr. Morgan 

I agree that there are surplus facilities and that they are due to uneconomical 
government expenditures I agree that pressure groups have largely achieved 
this, that lack of financial responsibility for the great fixed investment in 
roadway makes it easy to enter the field of water, highway, and air transporta- 
tion. I agree that so-called “multiple use" has complicated the problem of 
cost, that public expenditures have made possible a rapid development, tech- 
nologically, in motors, airplanes, and barges, and that the private carrier is cre- 
ating a vexing problem. 
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I agree with the principle of annual cost, including interest and taxes As 
to taxes, however, they should not be considered merely for the purpose of as- 
certaining comparative costs, rails versus highway, water, and air, but rather 
on the basis of a fair contribution by commercial agencies in these fields to the 
support of a common government I am concerned here also with the state- 
ment that "except in a very special and hmited sense, taxes are not a cost, 
however, and should not figure in the determination of public aid " I con- 
sider it a public aid for an agency to be relieved from taxes and particularly 
is this so when its competitor is burdened with taxes, even to provide a road- 
way for the tax-relieved agency. 

Discussion of "benefits" is a bit vague to me The point is well taken that a 
direct comparison between estimated boatman s charge with corresponding rail 
rate fails to consider interest and taxes to government embedded in the rail 
rate What I do not find, however, is reference to the fact that the receiver of 
the benefit in water transportation is not the payer of the costs of furnishing 
the waterway. This is certainly pertinent to a discussion of government aid or 
subsidy 

I want to take up briefly the subject of the public utility concept of highways 
which Dr. Morgan imputes to the railroads and for which idea I will assume 
full responsibility. 

First of all, Dr. Morgan claims that the public utility concept of highways as 
developed by the railroads has had no real test in a court of law and has been 
accepted by no official agency speaking authoritatively for the general public 
interest The question, he says, is still in the field of debate Let us see 

In the District Court of the United States for the Seventh District of Illi- 
nois, Southern Division, Brashear Freight Lines v Hughes, the court did speak 
on this very question Therein the court says "The highway system owned by 
the state and its subdivisions is a public utility supplying facilities which con- 
stitute an actual monopoly which is subject to inter-governmental regulation 
and control The annual cost of operating such utility should be determined 
in the same manner as for a pnvately owned public utility." Dr Morgan is in 
error. The court has spoken The State Highway Department for Illinois has 
spoken in the same language and ostensibly in the general public interest of 
that state. The State Highway Department in Missouri has also spoken in the 
same way 

As I understand it, Dr Morgan thinks that this whole problem is one of 
degree, whatever that may mean I assume the meaning to be that highways are 
in part public utilities and in part not. My endeavor to find the dividing line 
from what is said in Dr. Morgan’s paper leads me to the conclusion that the 
main highways may be considered m whole or in large part as public utilities 
but not so as to city streets and other rural roads. These do not, taken to- 
gether, constitute a system, he implies, but must be broken apart and treated 
differently The basis for the division which apparently he would make is 
length of haul, which distinguishes local use from intercommunity use 

Length of haul is no basis for determining what is a public utility or what 
is not. The figures cited by Dr. Morgan of 37 per cent of one-way trips less 
than 5 miles outside the city, 64 per cent less than 10 miles, 84 per cent 
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less than 20 miles are wholly beside the point. Streetcar hnes have had a 
shorter haul but they are public utilities. In 1890 the average passenger ride on 
individual railroads was 24 miles but railroads were public utihties. In 1937 
the average ride was 49 miles. Railroads have handled an immense commuta- 
tion traffic for years, a short-haul ride, a community service, but they hauled 
these people as public utilites. Branch lines are a part of the public service cor- 
poration We have railroads in the country 2 miles, 5 miles, 10 miles, or 
20 miles long, but all are public utilities 

Certificates and permits are granted to truckers “to all points’* in as many 
as five or six states Permits are granted for truck operation within a radius 
of 10, 20, 50, 100, and 150 or 200 miles around certain trade centers. Per- 
mits are granted over irregular routes and unnumbered highways. The fact is 
that trucks go where there is traffic, if the way is at all passable Drivers of pas- 
senger cars upon the highways find trucks wherever they go Surely it cannot be 
reasonably denied that the motor vehicle has removed the local use concept 
from our highways and streets 

I still wonder why Dr Morgan insists upon some other concept than public 
utility to be applied to highways My concern here again is that he is on the 
point of giving away substantial public funds on some nebulous theory of social 
benefits Is there something in his definition of government aid, as distinguished 
from subsidy, for which he is laying the foundation in attempting to separate 
highways and streets into different categories^ Of that one cannot be certain 
until Dr Morgan unlocks the door and permits the dark secret to come forth. 
We want to know what his findings are, whether or not they are along con- 
sistent principles and, particularly, whether he is going to shift to the shoulders 
of the general taxpayer an important part of the costs for highways, airways, 
and waterways which should be borne by the users. 

I offer now this challenge to him that, if he seeks to justify government aid 
as a policy and refuses to call it subsidy because of certain intangible but valu- 
able social results, then I can match every social good of highway and air 
and waterway with an equal and greater social good contributed by the rail- 
roads without being paid for it 

Herbert E. Dougall: If the concept of public utility had developed one 
hundred years earlier, and our transportation system had grown up within well- 
defined rules governing the respective roles which the public interest and private 
investment should play in providing transportation service, the present differences 
of opinion as to the proper extent of regulation and public aid might not be so 
violent Regulatory bodies are now trying to superimpose a belated authority on 
both new and old participants in the strife. When one views the attacks made 
by one agency of transport upon the others, and by all of them on the regula- 
tory tribunals, one sometimes wishes we had never effected a compromise be- 
tween public and private interest in this country. One gets a little discouraged 
in the face of the never-ending argument waging around the questions of the 
proper scope of regulation and the *Tairness” or 'unfairness** of public aid 
to private transportation. Yet the argument must go on until it is reasonably 
solved. The papers presented at the meeting take us that much further towards 
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the solution. A few points raised in the papers deserve particular attention. 

One of Mr. Eastman’s main points is that adequate regulation of the charges 
of competing transport agencies must rest on the determination of reasonable 
minimum rates, and that cost of service is likely to be the best criterion of the 
correct minima, however that cost be determined We should recognize, however, 
that any rate making on a cost basis must take into account all costs, both public 
and private. The Commission cannot overlook the degree of and effects of public 
aid or subsidy given to the various agencies, much as it might wish to avoid 
having to pass judgment on the extent to which that aid is unfairly given or 
unfairly withheld. And now that the shipper or traveler can provide his own 
transportation facilities, at least in part, the minimum rate charged by the public 
carrier will have to take into account the alternative cost to the user This cost 
may appear to be lower than it actually is when all proper items are included 
Thus the regulatory body is again faced with the question of public versus pri- 
vate investment. 

Mr. Morgan’s paper gets right to the point — ^how should real cost be calcu- 
lated What items should be included '> Special factors have served to encourage 
greatly both public and private investment m transportation facilities in recent 
years The first step is to determine what the facts are respecting public aid or 
subsidy Unfortunately, the several studies of highway cost which have been 
made in recent years have not convinced anyone but those to whom the results 
are favorable. I am not sure that the findings of a fact-finding group such as 
Mr Morgan has in mind would be any more acceptable to the ’’injured” parties 
than would those of previous studies But at least there would be a logical basis 
for future action. 

Nor should one hold up his hands in horror at the word subsidy. There never 
was a form of organized transportation which did not, at least in its develop- 
mental stage, depend heavily upon public aid The question is, what form should 
the aid take and how long should it be before the transport agency can be ex- 
pected to stand on its own feet ^ 

Closely allied to the foregoing question is the matter of outlived investment 
usefulness Capital (public and private) invested in transportation has a way of 
becoming obsolete or outworn It is not easy to recognize this and write off the 
superfluous investment Although, as Mr Eastman points out, most of the regu- 
lation since the war has been designed to protect the carriers, it is equally true 
that no investment need be forever supported after its usefulness has been out- 
lived. Dead capital is dead capital 

The trouble with applying this notion is in determining when the capital is 
dead The railroads complain that they are not being given a square deal (one 
regrets to see a noble industry reduced to calamity howling) and that if all 
agencies of transport were treated consistently and uniformly they could give a 
good account of themselves It would be a great satisfaction if there could be 
common agreement on the need for investment in transportation facilities before 
the investment is made. After it is made very strenuous efforts are made to pre- 
serve it and all sorts of arguments are advanced for maintaining it 

Wholesale consolidation into a small number of railway systems would go 
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far towards demonstrating the usefulness of much of the present investment in 
railroad facilities Professor Baker has brought out clearly the main reasons why 
progress has not been made along this line. An additional obstacle to consoli- 
dation on a grand scale might be mentioned, the very great practical difficulty in 
satisfying the multitude of investor groups whose interests would have to be 
reconciled. The fact that little progress is being made in reorganizing individual 
carriers under the remedial amendments to the Bankruptcy Act suggests how 
very difficult it would be to get any agreement on a plan of consolidation in- 
volving several railroad systems, unless extreme pressure could be brought from 
above. 

The arguments for consolidation might apply with equal force to the electric 
light and power industry, the steel industry, and others in the ’’heavy" group 
Is there any special virtue in abandoning our antitrust legislation only so far as 
railroads are concerned ^ It may well be that the extra costs and waste involved 
in running our present semi-competitive railway system are but a part of the 
price we pay for preserving some compromise between complete private monopoly 
on the one hand and government ownership and operation on the other 

C S Morgan Dr Duncan states that my paper makes no reference to the 
fact that ’’the receiver of the benefit m water transportation is not the payer of 
the costs of furnishing the waterway " On the contrary, the point is made twice 
in a single paragraph 

I am well aware of the decision in the Brashear case and of the state reports 
which Dr Duncan mentions, but, considering the nature of the proceedings 
which called them forth, statements made in the reports, and the impossibility 
of appeal from the decision on the record as made, I do not consider that any 
definitive acceptance of the ’’public utility" concept is to be found in these 
quarters 

Dr. Duncan’s discussion of length of hauls entirely misses the point I had in 
mind. I merely show that, considering the shortness of the average car or truck 
trip outside of city limits, there can be no ’’system concept" such as is necessary 
if the validity of the public utility concept of the railroads is to be established. 
The fact that privately organized undertakings which furnish service over short 
distances are public utilities has no bearing on this point, and the same may be 
said as to Dr. Duncan’s data respecting the number of truck trips of a hundred 
miles or more and the average length of certain truck movements These move- 
ments occur preponderantly on the state, including federal aid, highways, as to 
which there is no great difference between the position of Dr. Duncan and my 
own However, these data do not overcome the fact that only 2 per cent of all 
truck trips outside city limits involve distances of a hundred miles or more or 
that the average length of all truck trips outside city limits is only 17.4 miles 
(median, 8 1 miles). The use of trucks, as well as that of passenger cars is, as 
I state, so essentially local as not to lend itself to the needs of the "system 
concept." 



PRESERVING COMPETITION VERSUS REGULATING 
MONOPOLY 

CAN THE ANTITRUST LAWS PRESERVE COMPETITION^ 

By Corwin D. Edwards 
Department of Justice 

In recent years it has become fashionable in academic and, to a lesser 
extent, in business circles to assume that the competitive system is on its 
way out. With some persons this opinion springs from wishful thinking 
based upon their allegience to alternative types of organization ranging all 
the way from unsupervised private cartelization of industry to a collectivist 
economy. Others come reluctantly to the belief that competition is passing 
and regard the decline of competition as the source of problems and dangers 
which they would gladly avoid This paper is not intended to discuss the 
issues between these groups. It is addressed to the belief both have in 
common, that whether we like it or not, competition is doomed. It is an 
attempt to assess the chances that the dominant American sentiment for 
continuance of the competitive system can be made effective. 

But even of this problem I shall discuss only a part Preserving com- 
petition by law depends not only upon the effectiveness of the antitrust 
laws in implementing the antitrust policy but upon the scope and direction 
given to a variety of other policies by the laws which implement them. The 
policies toward exploitation of the public domain, tax and inheritance pol- 
icies, the nature of the supervision of corporate finance and of investment 
banking, the character of the patent system, the breadth of the area which 
is deliberately removed from the competitive field in order to be publicly 
regulated* these and many other matters of law, federal and state, must 
help determine the further importance of competition in America It is 
conceivable that the antitrust laws might preserve competition wherever 
they are given a chance to operate but that the policies expressed in other 
statutes might progressively reduce the competitive area until competition 
became a vestigial matter like the vermiform appendix Conversely, the 
antitrust laws might fail in much of their task and yet other public policies 
might go far to shorten the lives of monopolistic aggregates of capital and 
to set up new generations of small competitively-minded independents. My 
subject IS limited to the antitrust laws and time does not permit stretching 
it. Hence I can discuss only the extent to which these laws can preserve 
competition within the area which the community may regard as their 
proper field of operation. 

Doubt of the eflicacy of the American policy toward monopolies and 
unreasonable restraints of trade has been due chiefly to the industrial his- 
tory of the last fifty years. Doubtless economists have been predisposed 
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to believe that competition was collapsing because the neoclassical theory 
of competition, which had once been regarded as a sufficient tool of eco- 
nomic analysis, was obviously doing so. But events around them supported 
the belief In most industries corporate units grew in size and declined in 
number until industrial giants like those which caused alarm in 1901 came 
to seem commonplace. 

Size means concentrated financial strength. One per cent of the manu- 
facturing corporations have been estimated to have 63 per cent of the total 
wealth of all such corporations. In 1935 the two hundred largest manu- 
facturing corporations produced more than 17|4 billion dollars* worth of 
goods, nearly 38 per cent of the total value of manufacturing production. 

Size means also a series of oligopolistic markets. The largest four pro- 
ducers produce more than half of the total product in 3 industries of major 
size, 6 industries of medium size, and 28 industries of small size The 
largest eight producers make more than one half of the output in 6 large 
industries, 13 medium sized industries, and 117 small industries. Since 
these concentration figures are based upon the census classification of indus- 
tries, each so-called “industry** includes various products which may be 
made by different concerns. Hence the concentration in the control of 
products sufficiently alike to compete against each other in the market must 
obviously be higher than these figures indicate. Moreover, many com- 
modities which are not sold in national markets must be more highly con- 
trolled in quasi-autonomous regions than in the country as a whole. 
Although we cannot state in quantitative terms either the concentration by 
regions or the concentration by individual commodities, it is clear that the 
figures, if available, would further strengthen the view that oligopoly has 
become prevalent. 

With the growth of big business have come price policies similar to 
those which economists have traditionally called monopolistic. The price 
leadership of large concerns may establish a unity of action the effect of 
which is scarcely distinguishable from the effect of a collusive agreement 
Where there are several large concerns, each may be convinced that price 
cutting will invoke retaliation and that the result will be lower profits for 
all; and consequently their individual price policies may establish rigid 
prices at a high level For convenience I shall refer to this situation as group 
monopoly. In maintaining such price policies members of an industry may 
set up systems of pricing in accord with a formula similar to the well-known 
basing-pomt systems; or they may develop a cost accounting orthodoxy 
coupled with a habit of basing price policies upon costs. Such trade prac- 
tices, once established, may function as smoothly as the cruder forms of 
old-fashioned price conspiracy. A series of such developments in various 
markets has contributed to uniformity and rigidity of prices and periodical 
idleness of productive resources, indistinguishable from the results of more 



166 


American Economic Association 


formal collusion; and yet these ways of pricing have appeared to be in- 
herent in the nature of things in a sense in which crude collusion is not 
Along with this development of monopolistic structure and monopolistic 
price policy has come a tendency to legalize practices which have been con- 
trary to the antitrust laws. I do not refer to the removal of specific indus- 
tries from the competitive field, but to broad grants of permission to do 
what was once forbidden The most conspicuous of such grants in recent 
years was under NRA, which authorized the setting aside of the antitrust 
laws in order to permit industrial groups to operate under codes of so-called 
”fair*’ competition which in fact were intended to restrict and regulate com- 
petitive practices and even to substitute group control of prices and output 
for competition. Under other statutes, systems of price fixing and produc- 
tion control over agricultural commodities were authorized. Though such 
legislation was avowedly intended to meet an emergency, and the NRA 
portion of it was quickly terminated, the setting aside of competition by 
law has continued, largely through the state governments Nearly all of 
our states have made it possible to abolish by private contract price com- 
petition among distributors of identified products. Nearly a third of our 
states have adopted requirements limiting the freedom of distributors to 
reduce prices below some figure which is taken more or less arbitrarily to 
represent cost. Other statutes, less general, have conveyed even more 
sweeping powers The California agricultural marketing act, for example, 
permits the state director of agriculture, with the assent of 65 per cent of 
the producers and 65 per cent of the handlers, by volume, to limit the 
quantity of any agricultural commodity processed, to allot the amounts 
which may be purchased by distributors, to apportion the quantities which 
each processor may process, to establish reserve pools of the commodity, 
and to apportion the proceeds of the sale of such pools 

Thus the doubts about the future of the antitrust laws have been based 
upon an increasing size of the business unit, carried so far as to give many 
concerns a quasi-monopoly position, upon the development of price pol- 
icies, many of whose effects are like those of collusive pricing; and upon 
legislative tendencies to sanction price and production controls. Some have 
drawn the conclusion that the principle of monopoly has won in the mar- 
ket in spite of public efforts to destroy it, and that the victory is in process 
of being recognized at law. Since all victorious economic systems create 
their own philosophies of history and of justification, it is not surprising 
that many who take this view think that the monopolistic trend is inherent 
in modern technology and modern wide markets and that it is justified as 
a means toward technological efiiciency. 

I do not believe these theories of inevitability nor of beneficence. During 
most of the development just sketched the antitrust laws did not fail but 
went by default As the present assistant attorney general, Thurman Ar- 
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nold, has pointed out, the great trust-busting campaign of Theodore Roose- 
velt was conducted with 7 lawyers and 4 stenographers. In 1933 the 
Antitrust Division had a professional staff of only 26. When Mr. Arnold 
took office in March, 1938, this staff numbered 59. Even today, there 
are in the Antitrust Division only 190 lawyers and 17 experts During 
most of the Antitrust Division’s history, one or two major cases have 
been more than sufficient to absorb the entire time of the personnel, and 
today It would be easy to use the whole staff in the prosecution of restraints 
upon housing alone. Indeed, 27 per cent of it is being so used. The simple 
fact has been that until recently no broad effort could be made to enforce 
the law for lack of people to do the work. Even now the staff is less than 
a fourth of that found necessary to administer the securities acts and about 
one seventh of that which administers the Interstate Commerce Act. 

This fact, more than any other, accounts for the past lack of vigorous 
enforcement, which in turn tended to bring the law itself into disrespect 
Charles Stevenson, head of an industrial engineering firm in New York 
City, now under indictment for violation of the Sherman Act, expressed 
the point of view which necessarily arose under such circumstances in the 
following words 

Practically, under the Harding, Coolidge, and Hoover Administrations industry enjoyed, 
to all intents and purposes, a moratorium from the Sherman Act, and, through the more 
or less effective trade associations which were developed m most of our industries, com- 
petition was, to a very considerable extent, controlled The Department of Justice acted 
with great restraint and intelligence and only enforced the Sherman Act against those 
industries who violated the laws in a flagrant and unreasonable manner* 

A further consequence of the limitations of staff was the fact that until 
recently the Division could not proceed toward clearly conceived economic 
objectives. Cases were necessarily sporadic and isolated — an average of 
only about eight or nine a year, including all duplications, during the life 
of the antitrust laws It was impossible to bring a considerable number of 
cases simultaneously, and hence impossible to envisage the monopoly prob- 
lems of a major industry as a whole and deal with them in a co-ordinated 
fashion. Since a single court proceeding cannot be broader than the group 
of conspirators against whom it is directed, the inability to bring numerous 
cases necessarily resulted in attacks upon isolated groups, without regard 
to the industrial setting in which they found themselves. Such administra- 
tive action was not likely to keep the public keenly aware of the construc- 
tive possibilities of the antitrust laws Rather, it provoked in thoughtful 
people feelings of futility Thus it fostered a political environment in 
which the demands of pressure groups, particularly those representing small 
and precarious business, for special legislation in their behalf might be 

* Charles A Stevenson, Price Control and Allotment of Business (address before the 
Annual Convention of the National Association of Cost Accountants, Cleveland, Ohio, 
June 26, 1934) 
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granted without serious thought about the effect of such laws upon com- 
petition. 

This procedure of sporadic prosecution may be contrasted with the pres- 
ent procedure of the Antitrust Division's building campaign. Convinced 
that the removal of a smgle restraint upon building at a smgle point will 
do nothing appreciable to lower building costs and will have no appre- 
ciable economic effect upon the operation of the industry, the Division has 
investigated and is now prosecuting simultaneously restraints which run all 
the way from the manufacturers of the various building materials, through 
the distributors and the various types of contracting organization, to labor 
in various trades on the construction site To give these proceedings na- 
tion-wide effect, grand juries are now sitting in eleven cities and some form 
of investigation is under way in a still larger number of other cities. So 
broad a program provides an opportunity for a simultaneous breaking up 
of restraints throughout the industry, and consequently an opportunity for 
housing costs to come down and for vigorous competition to become a 
dominant influence in the construction of houses. The breadth of the pro- 
gram, indispensable for its economic effect, has meant likewise a favorable 
reception from the building industry itself such as would never have ac- 
companied helter-skelter prosecutions Many organizations in the building 
industry have declared their hearty support for the program, and only two 
have been openly hostile Indeed, individuals and groups who knew that 
they were themselves in danger of prosecution have repeatedly offered co- 
operation and urged the Department to proceed, because they believed that 
their personal risks were worth taking if the broad industrial result could 
be achieved 

A third weakness in the law's attack upon monopoly has been at least 
partly due to this same lack of enough people to prosecute vigorously 
There are a number of important blind spots in the law, areas of industrial 
action whose legal status has not been authoritatively determined. It has 
been only natural that a limited staff, unable to handle the cases brought 
to it, has given preference to the clear-cut violations concerning which the 
attitude of the courts is known. The absence of prosecutions in other cases 
has given business a sort of squatter's tenure of the ground, and has re- 
sulted in widespread adoption of the questionable but unlitigated methods 
of achieving market control. 

One of these blind spots is the use of del credere agents to establish con- 
trol over a market Manufacturers anxious to control the prices of potential 
competitors or of distributors sometimes make agreements with such con- 
cerns by which they hope to secure most of the benefits of transferring 
risk to the purchaser and yet retain the legal right to control the prices at 
which the purchaser resells. Many of the problems involved have never 
been raised in prosecution. Hence, it is impossible to say to what extent 
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agencies may be legally used to induce rival manufacturers not to compete, 
nor to what extent modified systems of agency will be treated as subterfuges 
designed to accomplish unlawful control over resale. 

Again, many issues along the boundary between the patent laws and the 
antitrust laws have never been brought to trial. Patents are being used to 
allocate markets to particular enterprises, to set up systems of production 
control, to control the terms of sale of products, to erect an elaborate con- 
trol of the price of a finished product upon a basis of some small patented 
detail of the product, and to develop contracts which have the effect of 
extending controls like those just mentioned, not for seventeen years, but 
for two, three, and four times that period A federal grand jury has been 
called in New York to consider many of these problems with a view to 
prosecutions designed to prevent the abuse and undue extension of patent 
privileges. 

Perhaps the most important of the blind spots is the legal status of 
mergers In the Clayton Act the Congress forbade the acquisition of stock 
in a competing corporation where the effect might be to lessen competition 
between the two companies involved In a series of court cases this pro- 
vision has been interpreted in such a way that the prohibition of the Clayton 
Act prevents substantially nothing except what was already forbidden as 
an attempt to monopolize by the Sherman Act Meanwhile, partly to evade 
the Clayton Act, the importance of stock acquisition in uniting competing 
enterprises has been greatly diminished and mergers by acquisition of the 
assets of competing concerns have become the outstanding methods of 
eliminating competitors. Nevertheless, there has not yet been a clear-cut 
judicial test of the question whether a contract to acquire the assets of a 
competitor may be interpreted as a contract in restraint of trade. And yet 
the answer to this question must determine whether we have m the present 
law any means of preventing the continued reduction of the number of 
competitors and the continued growth of the scale of big business by a 
process of buying up rival plants. 

This sketch of the history of industrial development and of antitrust 
law enforcement seems to me to emphasize two conclusions The first is 
that if we seriously want to enforce the antitrust laws there is no reason 
why the record of the last fifty years should in itself make us doubt our 
ability to do so. Until a sustained attempt with an adequate personnel has 
continued long enough to clarify the law and to demonstrate its impact 
upon the economic environment, opinions on this matter must be based 
upon analysis rather than experience. The second conclusion is that the 
politico-economic temper of the American people must be appraised as 
the first step in predicting the success of the antitrust laws. Unless one as- 
sunjes that the public wants the antitrust laws enforced and wants it vig- 
orously enough that the agencies doing the job will be supported with men 
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and money, one might as well grant that the effort will fail. I shall not 
attempt to turn this discussion toward political prognosis, but I shall assume 
as the necessary condition of any further relevant discussion that the recent 
tendency to enlarge the staff of the Antitrust Division will continue far 
enough to give us a reasonably adequate personnel In support of this view 
there is evidence that the recent growth of the Antitrust Division has been 
the direct result of the support won by its vigorous enforcement policy 
This support has been most conspicuous in the case of the housing program, 
which represents thus far the high tide of planned and co-ordinated action 
under the antitrust laws. 

Granted the resources to make a sustained and serious effort, can the 
antitrust laws preserve competition^ It is necessary at this point to be pre- 
cise about what is to be preserved. We have not and probably never had 
perfect market competition of the kind described by the classical economists, 
and the preservation of such a state of things is not a practical administra- 
tive objective The competition we seek to preserve must necessarily be in 
some respects imperfect or monopolistic In their reaction from the highly 
artificial antithesis between pure competition and pure monopoly, economic 
theorists have recently been emphasizing the fact that elements of com- 
petition and monopoly appear in all markets; and in their enthusiasm for 
this limited truth they have provided not much theoretical basis for dis- 
tinguishing differences in degree Nevertheless, businessmen who trade in 
markets and government people who must cope with market behavior 
habitually use the antithesis of competition and monopoly to express dis- 
tinctions which they regard as important They do not have in mind dif- 
ferences in the location of points on hypothetical demand and cost curves 
under conditions of perfect knowledge They are concerned with differ- 
ences in the behavior of those with whom they deal and differences in the 
opportunities which this behavior presents to those who must cope with it 

By competition I mean merely the conditions that buyers and sellers call 
competitive For simplicity, I shall speak of conditions only on the supply 
side of the market. A competitive market is one in which there are alter- 
native sources of supply Without such available alternatives, buyers may 
refuse to buy lest they become dependent upon the future vagaries of one 
management’s price and production policy, as the automobile companies 
refused to buy aluminum from the Aluminum Corporation Competition 
implies also that there are alternatives available in the market in business 
policies, whether toward price, production, or the kinds of goods and 
services which are furnished Those options of policy afford, of course, the 
most important reason why the buyer wants more than one seller in the 
market. By shifting his purchases to the concern which offers the most 
attractive prices and the best goods the buyer can exert pressure. In markets 
where all producers are united in a common price policy there is no way 
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of exerting pressure on price In markets in which they are all united in a 
common policy toward the terms of sale or toward the characteristics of 
their products, effective option by the buyer is likewise destroyed so far 
as these aspects of market transactions are concerned. Hence there may be 
a sharp distinction between the buyers' influence in two markets, each of 
which depends for its supply of goods upon the same number of com- 
panies of about the same si2e 

In some markets in which one or two small concerns diverge from the 
typical pattern of policy, they may do so on sufferance because their domi- 
nant rivals have no need to fear their expansion These cases afford no 
real alternative of policy for most buyers and thus present only an illusory 
showing of competition. Alternatives of policy must be either numerous or 
available from sellers with capacity to survive and grow, if they are to 
provide competition. 

A third characteristic of competitive markets is flexibility of business 
policies toward prices and other important terms of the market bargain 
Reconsideration of price policy in the light of changing conditions, not 
the least of which is the changing price policy of rivals, provides a basis 
for experiment and a means for recognizing the impact of the economic 
environment 

A fourth characteristic of competition is freedom of entry into an in- 
dustry The potential competition of new concerns encourages moderate 
and flexible policies by those already in the market and affords a second 
line of defense for the buyer if he is not protected by the alternatives 
already available It prevents established concerns from stopping progress 
in order to protect their vested interests. Though the scale of enterprise is 
so large that in many industries considerable funds and investment bank- 
ing support are requisites for a new concern, there is an appreciable dis- 
tinction between industries like cotton textiles, in which new enterprises 
may rapidly change the whole geographical face of the industry, and in- 
dustries like the manufacture of aluminum ingot, in which for over thirty 
years no would-be competitor has been able to get started 

I am concerned here with these basic characteristics of competition 
rather than the effects which are supposed to flow from competition The 
political and business community has long believed that competition m 
this sense has results somewhat similar to those attributed by classical 
economists to competition in the classical sense. They have believed that 
in competitive markets there is a safeguard against exploitative bargains; 
that the check upon high prices which competition affords promotes a 
fuller use of existing productive facilities; that free entry into an industry 
encourages a type of industrial expansion which is likely to establish a 
better balance in the use of resources than would otherwise exist. The 
degree to which these beliefs are justified lies outside my present subject. 
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It involves the question whether many shortcomings of the current eco- 
nomic structure are due to too much competition or too much private in- 
dustrial control. It involves also a consideration of what alternatives to 
competition are practicable, and how far such alternatives may be relied 
upon to establish fair play, full use of resources, and balance in the in- 
dustrial structure. It is not my task today to argue the relative merits of 
competition and other forms of directing activity to social use It is suffi- 
cient to point out that nobody wants uncontrolled monopoly power to be 
in private hands and that the techniques of public control thus far avail- 
able in democracies are suited to deal with exceptions to the policy of 
competition, but not to provide general public control of production and 
prices. 

Enforcement of the antitrust laws requires the preservation of alterna- 
tives in business policy and the preservation of freedom of entry into mar- 
kets. The key statutes available to accomplish these ends are the Sherman 
Act, the Clayton Act, and the Federal Trade Commission Act The Clayton 
Act prohibits specific types of behavior price discrimination which injures 
competition, tying contracts which prevent customers from buying other 
lines of goods from rival sellers, the acquisition of stock in competing 
corporations when the effect is to lessen competition, and interlocking 
directorates in competing corporations any of which has an owner’s equity 
of a million dollars or over The Sherman Act forbids, in general terms, 
monopolies, attempts to monopolize, and combinations in restraint of 
trade. The Federal Trade Commission Act forbids unfair methods of com- 
petition and unfair acts and practices. Except for the limited provisions of 
the Clayton Act, the policy of preserving competition is expressed in broad 
phrases which describe the results of business action rather than the action 
itself. The prosecuting agency and the courts are left free to determine in 
each case whether a line of business conduct falls within the prohibitions 
of the acts. Such statutes are flexible. They are broad enough to cover new 
types of business behavior and to take account of the changing economic 
significance of old practices On the other hand, since their exact meaning 
must be developed case by case, this meaning depends upon the insight 
of the prosecuting agencies and of the courts. Judicial interpretations may 
extend or limit the content of the statutes in ways which laymen find it 
hard to understand. Prosecutions which do not dig into the economic facts 
may give the courts no adequate information upon which to determine the 
reasonableness of busmess conduct. 

Sometimes these characteristics of the law are urged as grounds for 
belief that it is unworkable. It is quite true that the judicial process is in 
some ways unsuitable to the workmg out of broad economic policies. The 
fabric of the economic commonwealth does not break neatly into pieces 
at state lines, nor does it divide readily into separate domains of intrastate 
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and interstate commerce. In handling so broad a problem as the collapse 
of the construction industries, it is apparently necessary to spend much 
time and attention upon questions of whether federal jurisdiction over 
each part of the industry can be established by showing that specific build- 
ing materials have moved across state lines. Again, a structure of market 
control often arises by a series of overlapping understandings, whereas in 
judicial proceedings the boundaries of a single prosecution may be no 
wider than the boundaries of a single conspiracy Thus if three companies 
have agreed to restrain trade and each of them has separately agreed with 
various other concerns to extend the effects of that restraint, it may be 
necessary to bring four or more separate proceedings, in no one of which 
the full pattern may be admissible in evidence. Even in the presentation of 
evidence relevant to a single conspiracy, the rules of evidence which were 
developed for personal crimes and torts are misfits as means to bring out 
the facts of an industrial market Judicial evidence is that which individuals 
have done, seen, heard, felt, smelt, and tasted. There are few techniques 
for bringing before the court broad situations of which no single person 
has direct firsthand experience. In the prosecution of the aluminum case, 
for example, the Department of Justice wished to present two pages of 
import statistics Under the rulings of the court, which may have been 
somewhat overscrupulous, it became necessary to present in evidence every 
statute since 1890 under which the government had collected such sta- 
tistics, every administrative regulation pursuant to each statute under which 
the collections had been made, and the original books of record, year by 
year, which contained the relevant figures. About a week of continuous 
testimony was necessary to verify a two-page table of aluminum imports. 
Had it not been possible to demonstrate the authoritative character of these 
figures, they probably would have been rejected as evidence By a strange 
quirk of judicial reasoning, however, a person who had made a consider- 
able study of statistics not admissible as evidence might have been qualified 
as an expert witness and might have testified as to his opinion, even though 
it was derived from sources which the court would have rejected as im- 
proper. 

The judicial process is likewise an awkward means of providing such 
incidental administrative safeguards as may be needed in the enforcement 
of economic policies Proceedings under the antitrust laws often result 
in equity decrees which prescribe limits for a future course of business con- 
duct or which require the reorganization of business enterprises to termi- 
nate a monopoly. In such cases surveillance may be necessary to determine 
whether the provisions of the decree are being adequately carried out. 
Since courts are not administrative bodies, the facilities which they have 
available for such supervision are few and awkward, and in consequence 
the follow-up of decrees in equity has usually been inadequate. 
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Finally, the lack of an effective civil penalty in the present laws has 
enhanced the problems of enforcement. The only choices open to the 
enforcement agencies are either criminal indictment or else proceedings 
in equity or by Federal Trade Commission order which, if successful, will 
involve no punishment for past conduct but only a requirement as to the 
future. Since equity cases are not punitive, they afford no deterrent. The 
only way to make lawbreaking hazardous is to indict In a criminal case, 
however, the defendant has the benefit of many safeguards with which 
the law has surrounded criminal actions The most obvious of these is the 
requirement that the prosecution establish its case beyond a reasonable 
doubt, whereas in ordinary civil proceedings a case may be established by 
the preponderance of evidence, even though the proof is not overwhelming 
To prove a far-flung business conspiracy beyond any reasonable doubt is 
more difficult than to supply such proof of a personal crime. Moreover, 
juries are unwilling to convict nice people, and the ordinary defendant in 
an antitrust suit is well dressed, soft spoken, and obviously not, in an 
ordinary sense, one of the criminal class. The consequence is that the law 
IS both too severe and too lenient The punishment sought frequently fails 
to fit the crime, and sensing this fact, the juries sometimes refuse to punish 
at all Amendment of the law to provide strong civil penalties as an alter- 
native to criminal action would make punishment more sure and at the 
same time permit it to be less severe in suitable cases 

Though such procedural shortcomings often handicap the effort to use 
the antitrust laws for economic ends, the gap between legal process and 
economic fact creates less difficulty under the antitrust laws than under 
statutes designed to regulate monopolistic enterprises The elaborate legal 
futilities of the utility rate cases have provoked formal comment by a mem- 
ber of the Supreme Court itself The problems of adapting to broad public 
purposes a legal structure which grew up chiefly to settle private disputes 
and punish individual crimes are common to any industrial policy except 
complete laissez faire. Better legal procedures would improve the working 
of the antitrust laws, but the need for them would be even more pressing 
if the laws were abandoned 

Moreover, though the laws need to be a more effective instrument, the 
administration of the present laws need not, for that reason, fail Most 
governmental instrumentalities have obvious defects and function with no 
more than partial efficiency As in the case of traffic control, many individ- 
ual violators may go unpunished, and yet the broad effect of the system 
may be sufficient to safeguard the flow of traffic. The basic question is 
whether antitrust procedures can catch enough of the anti-competitive 
tendencies in modem business to halt or reverse the trend. 

One sort of monopolistic tendency of business is easy to deal with. This 
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is the old-fashioned kind of collusion which, before I joined the staff of an 
enforcement agency, I thought had gone out of date with the turn of the 
century. Instead, it is still one of the very prevalent elements of business 
policy. As in the days of Adam Smith, groups of businessmen get together 
to fix prices; and they seek to conceal what they are doing by the secrecy 
of their proceedings To cope with such efforts is a mere matter of per- 
sonnel, for there is scarcely a collusive agreement of any size or duration 
which does not leave unmistakable traces. If there are many persons in 
the conspiracy, one of them is almost sure to develop a grievance and turn 
state’s evidence. If the plan is complicated, it is almost certain to leave 
written records. If no letters or memoranda are written, there is evidence 
that meetings were held and evidence of the identity of action which fol- 
lowed the meetings. If files have been stripped, stray carbons and refer- 
ences to the missing documents in other documents make it possible to 
trace what happened Once proved, a collusive agreement is relatively easy 
to terminate by law, since it operates through a system of joint action which 
may be stopped. 

To prevent collusion is important not only because of its prevalence but 
because collusion which results in fixing prices is usually the least defensible 
kind of anti-competitive policy When monopoly arises by a growth in size, 
it usually involves a change in the managerial methods of the concern 
There may sometimes be gam in efficiency, there is often gam m industrial 
stability. In such cases a preference for competition is a choice of a balance 
of good where something may be said on each side of the issue In collu- 
sive price fixing, however, the conspiring concerns are engaged in a crude 
attempt to get more income without appreciable change in productive 
methods and with no guarantee of a stable future Indeed, among the most 
violent and disastrous of business fluctuations are those which occur when 
a collusive agreement drives prices too high and the consequent production 
of an enlarged supply shatters the agreement and drives prices too low. 

A much more difficult problem is presented by the unity of price policy 
which results from price leadership or from group monopoly In price 
leadership a large concern so overshadows its rivals that they find it safest 
and most profitable to surrender independent business judgment and to 
copy the price policies of the dominant concern The head of one such 
small company was asked in a TNEC hearing what would happen if he 
chose to disregard the prices of his large competitor. He replied, in effect, 
that he hoped he might never have occasion to find out. When the pressure 
upon the small concern is a matter of overt threats and of business policies 
expressly designed to destroy the enterprise, there is a clear basis for action 
under the antitrust laws When, however, the small concern’s choice is 
merely between sheltering itself under the umbrella or taking the risks of 
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market competition against a stronger enterprise, the various degrees of 
price leadership are hard to distinguish and hard to make the basis of an 
antitrust charge 

Similarly, the uniformity of prices sometimes developed by a few large 
concerns may be difficult to proceed against. With two sulphur producers 
in the United States, each can readily see that its own price policy will 
affect that of the other. The individual business judgment of either con- 
cern that the best thing to do is to maintain a high price in the hope that 
the other will do likewise may result in large profits and in prices that 
remain unchanged for a decade Nevertheless, the process by which this 
result is reached may be indistinguishable from any other exercise of private 
discretion in determining a concern^s prices 

The ability to catch collusion is the ability to prevent a great deal of such 
quasi-monopolistic pricing. A modern price structure involves such com- 
plicated differences of trade and quantity discounts, geographical price dif- 
ferences, differentials in price between related products, adjustments for 
long-term contracts, and the like, that the maintenance of identical prices 
becomes a matter of great technical difficulty Even during the formal price 
fixing which some industries enjoyed under NRA, there were frequent 
variations in the prices because of differences in the application of the price 
formulas In some industries standing committees were necessary to inter- 
pret the rules To simplify the technique of price fixing, sellers often find 
collusion upon the terms of sale indispensable to the maintenance of uni- 
form prices, even though the basic prices can be kept m line by some loose 
form of price leadership or of individual self-restraint. 

When collusion about terms of sale is not present m these two classes 
of cases, a successful prosecution would require either that the government 
prove that a tacit conspiracy existed among those involved or that the gov- 
ernment establish a new principle, as yet untested in the courts, that there 
may be monopoly as the joint effect of the separate action of members of 
a group as well as monopoly in a single enterprise. If the government chose 
to try by prosecution to alter the policies of those concerned, it would 
have to insist directly that in making their individual prices they should 
give different weight to various strategic considerations than they now in- 
dividually give. If such a program did not seem feasible, the only other 
remedy would be to seek dissolution of the large concerns involved in order 
that, with companies smaller and more numerous, the market might pro- 
vide less opportunity for such tacitly concerted price fixing The develop- 
ment of price rigidities apparently based upon size or price leadership has 
been so great in recent years that the eflfort to remedy the condition by 
breaking up going concerns probably would amount to an effort to reshape 
by law a considerable part of the industrial structure of the United States. 
Half a century of neglect is difficult to overcome retroactively. 
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There is another and less dramatic way in which the problems of group 
monopoly and price leadership might be dealt with more slowly but with 
more likelihood of success. Fortunately we do not appear to have come to 
the end of the dynamic development of technology, the nse in the standard 
of living, and the expansion of our total market. Industries which were 
strategically important twenty years ago have been superseded by the de- 
velopment of substitutes Regional markets have been expanded by the 
improvement of transportation By further developments of this kind it is 
probable that many of our highly concentrated industries will be exposed 
to new competition If we can take steps to limit the future growth of 
large enterprises, to preserve competition in the new industries, and to 
prevent expansion of the power of our present large enterprises, we may 
be able to reduce the problems of price leadership and group monopoly to 
manageable proportions. Such a policy involves peculiar care to protect 
the opportunities for new enterprises to enter the market as well as care 
to keep them from being swallowed up by the old concerns 

Moreover, something can be done to prevent the growth of tacit collu- 
sion in fields in which the small number of concerns have not yet found it 
possible to work together In most cases in which a few concerns dominate 
the market, a diversity in their policies expresses an important difference 
in their strategic opportunities. One may be manufacturing many lines, and 
another only a single line, one may be distributing through small independent 
concerns, and another through mass distributors; one may be operating 
nationally, whereas another may be intensively cultivating a regional mar- 
ket. In so far as further development wipes out such difficulties the obsta- 
cles to group monopoly will disappear Thus it becomes peculiarly im- 
portant to preserve an open field for the competition of different kinds of 
distributive outlet, not only because the distributive trades need competition 
but because such diversities protect competition in manufacturing 

The problems presented by price leadership and group monopoly suggest 
the need for special emphasis upon the problems presented by growth in 
the size of the business unit Economists have long pointed out the anomaly 
in preventing the union of competing productive facilities by agreement 
while permitting it by merger As early as 1914 the Congress dealt with an 
aspect of this matter in passing Section 7 of the Clayton Act, but if that 
statute was intended to check the union of competitors it failed in its pur- 
pose by leaving the door wide open for purchase of the assets rather than 
the stock of the rival concern Though adequate figures are not available, 
I believe that more of the growth of large American corporations during 
the last thirty years has come through the acquisition of competitors than 
through the construction of new plant and equipment. Instances of merger 
piled upon merger are found throughout our industries. Already the trend 
has contributed much to the problems of tacit collusion. Left alone for 
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another quarter of a century, it may well give us substantial monopoly in 
many of our major industries. 

An illustration of the trend is to be found in copper production. The best 
available figures of the output of the three largest copper companies indi- 
cate that in the last ten years they have increased their control from a little 
more than 40 per cent of the total American production to a little more 
than 80 per cent. Most of this increase has come by absorption of other 
companies 

There is a widespread belief, carefully cultivated by those directly in- 
terested, that the growth of business enterprise involves a growth in effi- 
ciency. There may be some question in the development of any enterprise 
large enough to have appreciable bargaining strength whether its prospects 
of profit furnish any clue to efficiency in an engineering or social sense 
Nevertheless, when concerns expand from profits or when they raise money 
in the open market for expansion, there is at least a presumption that the 
desirability of greater size has been measured by some pecuniary standard 
of comparison against other possible uses of the funds In the case of 
mergers of going concerns, there can be no such presumption The alterna- 
tive IS for the companies to compete or merge So far as productive econ- 
omies go, there is little reason to think that the union of two established 
plants will often make possible so close a dovetailing of processes or such 
a nice adjustment of facilities to markets as to lower costs of production 
Economies in distribution might be expected to appear more frequently, 
but in the distribution field there is no clear evidence that the distributive 
activities of large enterprises capable of supporting their own distributive 
machinery are more economical in the social sense than specialized distribu- 
tion through middlemen On the other hand, the bargaining advantages of 
a merger are usually obvious In the absence of specific facts such as are 
typically unavailable, there is no reason why we should set aside the public 
interest in preserving competition and in limiting individual bargaining 
strength for the problematical economies to be gained by reducing the num- 
ber of competitors. 

With the Clayton Act inadequate to prevent the union of competing 
concerns, recourse must be had either to new legislation or to the Sherman 
Act. The Federal Trade Commission has repeatedly recommended that 
Section 7 of the Clayton Act be altered to provide specific authority over 
the acquisition of a competitor’s assets Failing this solution, it may be 
possible to proceed under the Sherman Act In a few cases the acquisition 
of a competitor may be interpreted as an attempt to monopolize trade either 
throughout the nation or in some particular section of the market More 
generally, however, successful prosecution of mergers will require a type 
of case which has not yet been decided in the courts It will be necessary 
to establish the view that a contract to acquire a competitor is a contract in 
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restraint of trade. If this principle is established, the case by case procedure 
involved in all prosecutions of restraint of trade will become applicable to 
mergers and will permit the usual distinction between reasonable and 
unreasonable restraints according to the facts of each particular case. 

A solution of the problem of size is the heart of the question whether 
competition can be preserved by the antitrust laws. Without competitors 
there can be no competition, and with the present trend of corporate 
growth the disappearance of most competitors in many industries can be 
foreseen. Expansion for efficiency's sake probably is a self-limiting process; 
but expansion by fusion obviously is not If this trend can be halted or 
reversed, the other problems involved in the enforcement of the antitrust 
laws will amount to no more than the ordinary problems of making an ad- 
ministrative agency effective. If, however, the scale of business is to con- 
tinue to grow not only by expansion but by unchecked merger, it will be 
necessary to accept oligopolistic price policies as typical and to fight the 
battles against complete monopoly only as last-ditch struggles in a war 
already lost. Such a prospect would require the community to consider 
adopting types of industrial control which operate directly upon the policies 
of corporations, in recognition of the fact that a giant concern with powers 
not limited by its rivals in the market is a quasi-public enterprise. Such a 
development would involve, not the making of exceptions to the antitrust 
laws, but the preservation of the areas of competition as exceptions to the 
general economic policy I do not relish that prospect, for it would require 
a vast machinery of control over the detail of industrial decisions, and in 
my judgment governmental control is one of our social resources which 
should be carefully economized 
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I 

My own thinking upon the topic before us starts from the proposition 
that the existing economy is, for the time being at least, deeply in bondage 
to its historic past. Granted the existence of the well-known types of market 
organization little resembling conditions of pure competition, the com- 
petitive principle provides the basic framework of the economy and could 
not be rapidly and radically departed from without detrimental economic 
consequences. 

No one can, however, be satisfied with past efforts to fortify the com- 
petitive regime or be content to entrust the public interest in industrial 
organization solely to the operation of the competitive principle Old insti- 
tutional furniture may have to be replaced But dissatisfaction with the 
existing state of affairs is in itself no reason for change. There needs to 
exist the superior alternative 

To probe more deeply into these matters it is necessary to make some 
statement of the ends of policy against which to project both states of fact 
and policy proposals. In the first instance such a statement must be broader 
than one applicable solely to the antitrust law policy Without hoping that 
many persons would agree with my exact formulation, I venture to present 
the following somewhat overlapping items which seem to me in conformity 
with broadly influential American attitudes. 

1. In the most general terms, economic ends include 

a) Full employment 

b) Relative security of livelihood 

c) Larger national income 

d) More equitable distribution of income, according to some rough 
standard of equity 

2 Ends of that general character may be amplified by such items as: 

a) The fostering of technical efficiency in production 

b) Avoidance of wasteful dissipation of natural resources 

c) Avoidance of wasteful duplication of productive facilities 

d) Rapid liquidation of cyclical and structural maladjustments 

e) Maintenance of capital expansion at rates conducive to more stable 
growth 

/) Orderly adaptation to secular changes of industrial structure 

3. Such ends cannot be dissociated from others which have to be stated 
in other than economic language 

'This paper is closely related to another published in the November, 1939, number of 
the Quarterly Journal of Economics. 
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a) Maintenance of a high degree of personal liberty 

b) Maintenance of popular representative government 

c) Diminishing the plutocratic authority of those exercising great eco- 
nomic powers 

d) Preserving peaceful continuity in the flux of change 

(I omit items relating to external economic and political relations.) 

Such a list could easily be expanded to express ideals of humane exist- 
ence. 

Within the general structure of public ends it is by no means easy to 
make a brief statement of the specific ends of antitrust policy, since there 
is implicit in the ends a commitment to certain fundamentals of social 
structure which could only be stated at some length. Roughly, however, it 
may be said that the policy is oriented toward a quartet of ends assumed 
to be mutually compatible, but conceivably not compatible. These are. (1) 
the protection of consumers from exploitation, (2) the stimulation of 
productive efficiency; (3) insurance of freedom of entry into economic 
occupations and a *Tair field'* in the struggle for business survival; and 
(4) distributive justice. One can reduce this to a dichotomy, and say that 
the policy attempts to protect liberty of economic action as an end in itself 
and to promote general economic well-being as an end in itself. Doubts 
and perplexities arise when it is not clear that both sets of ends are pro- 
moted by the same general policy Moreover, '"general economic well-being** 
IS a complex concept which when explored reveals conflicts of interest. 
"Freedom,** too, reveals conflicting freedoms and diverse forms and de- 
grees of freedom Agreement is hardly to be expected as to what elements 
can be wisely sacrificed or diminished in order to magnify other elements. 

The ends were formulated under circumstances of economic expansion. 
Even if these circumstances could be counted upon to continue, there have 
arisen states of fact which could hardly be regarded as conforming to the 
ends of policy and would call for re-examination of the means But there 
is added the further complication that, upon the experience of the past 
decade, it is not possible to assume with confidence that a rapid rate of 
expansion will be self-generating The central concern of economic policy 
has consequently come to be how to stimulate the greater use of productive 
resources, both through positive stimulants to production and through 
liquidation of the structural and cyclical maladjustments which have de- 
veloped. 

It is not infrequently suggested that the antitrust law policy bars the 
way to positive remedial action. This is certainly not the case in general, 
since the structural framework of the economy is articulated by competitive 
relations. Public discussion needs, therefore, to be focussed on areas where 
the antitrust policy is most ineffective in promoting the ends to which it 
is directed. 
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II 

Due to time limitations, certain subject matters clearly within the scope 
of my topic will be merely mentioned in passing. The first omission is that 
body of industries already, for well-known reasons, excluded from the full 
application of the antitrust laws This includes various types of financial 
institutions and the recognized public utility industries. 

Another subject to which attention will not be given is that of industries 
standing in some peculiar relation to national defense. It is sufiicient to say 
that considerations of military effectiveness might at some points properly 
suggest a closely regimented structure of production, if not direct govern- 
ment enterprise. This subject would naturally lead on to problems of in- 
dustrial organization in a context of actual war The topic is one which, at 
the present conjuncture, deserves close attention, but must in this paper be 
dismissed with the observation that the focussing of a nation’s industrial 
energies upon military ends could hardly proceed under the same rules of 
organization as those designed to promote economic well-being and to pro- 
tect the liberties of citizens in a nation at peace ^ 

A third subject that will not be taken up in isolation is that of con- 
servation of natural resources. In actual experience, considerations relating 
to conservation are always found in conjunction with other problems of 
organization, so that it is more convenient to regard them as elements in 
more complex situations They are therefore covered under the general 
discussion to follow 

With these excluded special subject matters out of the way it now be- 
comes necessary to define what, for purposes of this paper, is to be regarded 
as an exception to the antitrust law policy This is by no means easy to do, 
and in the end I shall have to delimit the boundaries of discussion rather 
arbitrarily The difficulty is illustrated by asking ( 1 ) whether it would be 
a departure from that policy for government to limit private monopolistic 
powers by setting up competing plants and ( 2 ) whether it is a departure 
for government to introduce measures of market control in industries like 
wheat and bituminous coal where no problem of private monopoly exists 
The first would be designed to make some markets more highly competitive 
than they are, the second is designed to make other markets less competi- 
tive; but both involve positive modes of public action as contrasted with 
existing enforcement of prohibitions 

Each of these is a topic about which little could be said short of a full- 
length paper, while I wish to devote this paper to still a third topic. Con- 
sequently it is necessary to dispose of the two topics mentioned with undue 
brevity. 

* This IS, of course, a disputed point There is a persuasive argument based on wartime 
experience and the experience of totalitarian countries that unexploited miracles of potential 
productiveness are smothered under peacetime organization To argue this point would carry 
the present paper wholly out of its orbit 
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1. One way of attacking monopoly is through competition by public 
enterprises. Concerning the merits of this method of re-enforcing the 
antitrust law policy, I shall say nothing in this paper. But public competi- 
tion can be used for other ends, and might conceivably have the effect of 
undermining that policy. The subject comes up in connection with the 
argument for large-scale public investment. This argument is sometimes 
advanced with little reference to the possible directions of investment and 
the possible repercussions upon private enterprise. The end in view is not 
the activation of competition but something quite different. The proposal 
appears, in some versions, to be wholly indifferent to the impact of public 
investment upon the underlying structure of industry, and in other versions 
appears to be a potential instrument consciously advanced to promote a 
considerable reorganization of economic control m a collectivist direction 
In either case it is quite clear that the use of public investment without 
regard to collateral consequences could easily undermine the incentives to 
competitive private production, in this industry or that. This seems to me 
an excellent way not to proceed to the making of exceptions to the anti- 
trust law policy. I am by no means opposed to the prudent practice of 
public investment, but one feels the need to check the indiscriminate zeal 
which the idea engenders in some quarters. Reorganization of the control 
of industries is a delicate operation which ought not to be undertaken 
merely as the secondary consequence of doing something else. 

2 Let us turn now to matters illustrated by agricultural policy If the 
antitrust law policy be defined as that of making the economic system "as 
competitive as possible," control of agricultural markets is certainly a de- 
parture This rendering at once runs into difficulties, since many features 
of market organization which economists describe as technically monopoloid 
have never been under attack However that may be, it is decidedly the 
case that problems of diminishing the full impact of competition where 
it is strong are of a different order from those of coping with monopolistic 
elements where they are strong In actual economic processes the two are 
undoubtedly interrelated in ways that are familiar to all economists, but 
the differences are such that one may reasonably focus attention on the 
latter in this paper without further reference to the former 

There is, however, a remaining difiiculty The sharp distinction between 
highly competitive and highly monopolistic industries fades away in a 
broad intervening territory in which markets display many forms and de- 
grees of difference in the mixture of competitive and monopolistic char- 
acters. The difficulty which this introduces is illustrated by the following 
quotation from a paper by Professor J. M. Clark.® "What seems to be 
called for is a realistic control of trade practices which should not simply 
prohibit unduly restrictive forms, but should assume constructive responsi- 

* Proceedings of the Academy of Political Science, XVIII, No 2 (1939), 9 
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bility for working out for each industry, where unduly restrictive forms 
are found, the form which, in that industry, bids fair to give the nearest 
practicable approach to the results of ‘normal’ competition.” 

Within this very general language one could limit the meaning to special 
administrative means, applied to particular industries, serving at once to 
define permissible forms of associative business action and to make the 
antitrust policy more effective. This interpretation is supported by Profes- 
sor Clark’s later statement, “I believe, though I cannot prove, that capital 
must in the future adjust itself to a lower rate of return than it now con- 
siders reasonable, and to degrees of competition which it now considers 
unduly severe, or paralysis will follow.” 

In using the one-at-a-time approach to problems of industrial organiza- 
tion, it is obviously possible to imagine varied types of public control ad- 
justed to almost any compromise between competitive and monopolistic 
characteristics within industries. The approach itself gives no clue to the 
possible outcome. It may superficially appear sensible to seek a “reasonable” 
special solution for each particular case without regard to antitrust law 
rules. But it seems to me highly important to differentiate procedures which 
may properly be called implementation of the antitrust law policy from 
those that are departures from it. 

The administrative reason for this is that, so long as the guiding prin- 
ciple of competitive organization is embodied in general law, broad discre- 
tion can be given administrative agencies for making it effective, even to 
the point, suggested by Professor Clark, of working out special rules of 
market practice No such discretion can be tolerated for setting aside in 
particular cases the principle of organization embodied in the general law 
Otherwise, administrative agencies could at their discretion radically do 
over the whole structure of market relations according to their own concep- 
tion of what was right, good, and proper. A definite departure from the 
general rule calls for special legislative sanction. 

Nor IS this all. Any effort at general solution of problems presented by 
“disorderly competition” and monopoly, separately or in combination, 
cannot now dispense with the self -recuperative powers and expansive urges 
which inhere in a system well supplied with competitive characters. Pro- 
posals to follow the one-at-a-time approach, unanchored to this guiding 
principle, are simply an easy mode of evading the fundamental policy 
questions. Thus, by the very nature of the policy problem, we are driven 
to the necessity for absolute particularity in the choice of areas of industry 
which are to be organized on more highly monopolistic lines. At this point 
one is abruptly faced with questions both of ends and means. 

Ill 

Since it has been the subject of so much recent discussion, I wish to pick out 
for special attention the end of economic stimulation. The general think- 
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ing on monopolistic barriers to business revival, consisting in the main of 
valuable economic platitudes, need not be called into question What has 
to be examined is the implied necessity of departure from the antitrust 
law policy as contained in certain widely-known proposals 

Let us pause to see more precisely just what the problem is. It is that of 
adopting, in limited spheres of industry, forms of industrial organization 
and administration through which incentives can be made operative, in- 
ducing price policies conducive in the short run to increased production 
and, through time, conducive to more flexible and rapid readjustment to 
changing economic circumstances. 

Focussing attention on the need for such incentives enables us to dispose 
rather summarily of all proposals which offer only forms or mechanisms 
of control These may be illustrated by proposals to set up modified NRA 
code authorities containing representatives of investors, management, labor, 
and '’the consuming public ” There are no grounds for supposing that a 
controlling body, constituted mainly of persons who have an immediate 
private interest in current operations, would, without special incentives, 
make wise decisions guided by public interest 

In saying this, I do not wish to be misunderstood I think it wholly in 
the right direction to consider means by which the public interest in in- 
dustrial operations can be continuously and forcibly brought to the atten- 
tion of those who exercise control Certainly I do not object on principle 
to public representation I am merely insisting that it would be folly to 
proceed to enhanced monopolization of the control of industry simply 
upon the basis of a bright idea about the constitution of the controlling 
bodies. 

To return to operational incentives, the need for them is fully appreciated 
by persons who have advanced various proposals highly relevant to our 
present topic A case in point is the well-known proposal of Professor 
Sprague and others to activate the construction industries through a set 
of agreements among interrelated fabricating, contracting, and labor groups 
designed to slash building costs and thereby to make effective a large po- 
tential demand for new construction, re-enforced perhaps by assured low 
interest rates and by subsidies to building projects 

Under certain assumptions of fact whidh would have to be carefully 
tested, such proposals are highly sensible in economic terms, but I am not 
aware of any examination which has been made of their potential conse- 
quences for industrial organization in the affected spheres It is, of course, 
quite possible that some progress might be made by voluntary groupings 
of manufacturers in new forms of integration not involving the antitrust 
laws* But, for any broad application some sort of formal cartelization and 
intercartel agreements would seem to be required for a number of rea- 
sons I shall not take the time to set down Intimate public supervision over. 
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if not prescription of, the terms and administration of the agreements 
would also be required. It seems quite clear that the new forms of organi- 
zation and control could not be summarily abandoned after accomplishing 
an initial stimulative purpose for which they were designed. So two cru- 
cial questions leap to the mind; ( 1 ) whether public agenaes would be able 
to exercise wise and ejffective control over the course of building costs through 
ups and downs both of prices and constructional activity; and (2) whether 
it is advisable to promote more monopolistic forms of organization which 
would require them to attempt so to do One would wish certainly to be 
well-informed concerning the collateral consequences in industrial organi- 
zation and methods of public control before making any commitment to a 
particular plan of procedure. 

In the case of Professor Sprague's proposal, the necessity of making 
any choice is removed by the fact that the parties at interest have shown 
no interest in putting it into eflFect voluntarily, and I have heard of no 
way in which it has been suggested how public coercion could be exer- 
cised to put it into effect. 

The next type of proposal has points of similarity to the last, but is 
not limited by reference to a definite sphere of activity This is the pro- 
posal to underwrite a program of expanded production and lower prices 
by public guarantees. Aggregate production schedules, drawn up within 
each participating industry and approved by a public or quasi-public 
agency would be reassigned in quotas to the members of the several in- 
dustries, who would be guaranteed against loss so long as they marketed 
the product (or failed to market it) within an approved range of prices.^ 
The scheme would presumably require cartel-like organization as well 
as inter-industry councils or super-cartels, and, to the extent of its cov- 
erage of industries, would be an alternative to the antitrust law policy. 

The initial coverage could be either broad or narrow, but in any case 
the plan is expected to involve inter-industry planning based upon cer- 
tain "key" industries. The supporting argument presents a "managed" 
version of Say's law. A simultaneous advance in production, supported 
by guarantees, will, it is hoped, magnify the national income and dis- 
tribute it in a manner to move the additional produce, a process calling 
for quite broad coverage. Over a longer run, it is hoped that controlled 
rates of production with fluctuating controlled inventory holdings will 
diminish the instability in rates of industrial production and volume of 
employment on the analogy of the "ever-normal granary." 

The plan itself implies no limits upon the extent of its application ex- 
cept those of experimental caution, administrative feasibility, or arbitrary 
choice. On these points proponents face a kind of dilemma. To secure 

* See Jerome Frank, Save America First, especially Book III, chapter 14 , Mordecai Ezekiel, 
Jobs for All, the program of the Association for Economic Freedom, and Max Lemer, 
// Is Later Than You Think, especially chapter 6. 
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the Say's law effec± a broad application is desirable. But experimental 
prudence suggests a narrower initial application. Mr. Frank, for example, 
after making the former point, proposes experimenting with a single 
industry, steel In another context, at Hearings of the Temporary Na- 
tional Economic Committee, Mr. Frank even more strongly argued the 
wisdom of approaching the problem cautiously through particular indus- 
tries, on this point not disagreeing at all radically with Professor Fetter.® 

By way of contrast, blither spirits advance proposals which, if they 
could be rapidly effected, would seem well designed to do unpremeditated 
damage to the foundations of American economic society on the prin- 
ciple of Havelock Ellis' '*law of irony" that human beings pursue remote 
objectives which, when attained, turn out not to be what was being sought. 

The planning idea under discussion attracts attention by its claims to 
be a measure of economic stimulation. But this is purely an optical illu- 
sion. It represents a major reconstruction of the organization of industrial 
controls incapable of rapid introduction. Whether in some remote future 
the scheme of relations envisaged could contribute to a larger, more stable, 
and more equitably distributed national income, no one can possibly fore- 
see. 

The deficiencies in the various planning proposals drive one to the con- 
clusion that a groundwork of exploration has to be laid m detail in par- 
ticular industries. 

IV 

Just as soon as one turns to particular industries, it becomes obvious 
that one cannot be limited by the narrow frame of reference which suf- 
ficed for discussing the planning proposals referred to above. There exists 
a great dissimilarity in the organizational forms of various industries, in 
the ways in which public ends are involved in their operation, and in the 
possible measures of reorganization of control which might be introduced 
to safeguard the public interest. The problems of antitrust policy which 
exist in relation to the particular industries are certainly not exhausted 
under a statement of ends in terms of economic stimulation or stability. 

Something of the complexity of the matter may be briefly shown by 
examples drawn from among those large, concentrated industries which 
invite attention as possible candidates for release from antitrust law policy. 
Petroleum is an especially useful example There is here no problem of 
stimulating production. Within the complex structure of the industry are 
the most diverse elements of competition and monopoly. There is a pub- 
lic interest in conserving petroleum resources, in avoiding undue market- 
ing costs, and in ending price discrimination. But the critical problems 
of organization appear to be mainly distributive within the industry, de- 

* Hearings before the Temporary National Economic Committee, Part V, pp. 1951-1979 
(1939). 
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riving from a conflict of interests between different parties at interest 
in the complex structure of the industry and not from any serious com- 
plaint of the public as consumers The reasons for departing from the 
antitrust law policy, in so far as they exist, are to be found only in the 
facts of the industry itself, and appropriate administrative means for a 
reorganized structure would have to be invented ad hoc. No general for- 
mulas relating to either ends or means would be applicable 

Let us turn to aluminum This industry attracts attention mainly be- 
cause it seems anomalous for a single company, in spite of antitrust laws, 
to possess so complete a monopoly as it has. Also, great profits have been 
made from it which, both directly and indirectly, have contributed to dis- 
tasteful things known as concentration of private economic power and 
extremes of economic inequality Yet, on the other hand, the industry 
has had to make its progress through a field of substitutes on all sides 
which could only have been done by great technical ingenuity and pro- 
gressiveness. There is certainly here involved a situation of a type which 
one should hate to see become typical of the control of industry, yet which 
IS at the same time very elusive in relation to various ends of public 
policy, and of great difficulty from the point of view of prescribing an 
alternative organization of control more clearly m the public interest 

Turning to steel, one finds an industry which has been subject to com- 
plaints through good times and bad In recent years the principal com- 
plaint has been a rigid price policy mimical to expansion Long before, 
however, there had been the complaint of an informal system of monopoly 
pricing which placed barriers in the way of economical location, exag- 
gerated transport costs, discriminated between geographical areas, con- 
trolled the location of fabricating industries, and provided a considerable 
insurance of profits Yet all these phenomena occurred in connection with 
great technical progress and physical expansion, sufficient to support what 
many think to have been an overrapid expansion of capital facilities gen- 
erally Perhaps the basic earlier complaint lay in the realm of discrimina- 
tion But IS anyone competent to pass upon the "rightness'" of the level 
of steel prices through the past two decades^ The problems of organiza- 
tion in the steel industry, through good times and bad, through short and 
long run, are indubitably real and exceedingly complex, but they do not 
fall under any simple statement of public ends nor suggest any obvious 
form of reorganized control 

Time does not permit that the nature of the problems in these various 
areas be further explored I have introduced them solely for the purpose 
of suggesting the impossibility, when one particularizes, of diagnosing a 
complaint common to all of them, or of stating with explicitness any par- 
ticular end of policy to be pursued in all cases, or of finding any uniform 
sort of administrative means through which to pursue the public interest 



Preserving Competition versus Regulating Monopoly 189 

in their organization. The idea could be doubly re-enforced by adding fur- 
ther examples.® 

It IS therefore necessarily the case that one can at present have no 
explicit answer to the question asked in the subject assigned to me. There 
are plenty of industries which invite the thought of possibly advanta- 
geous results from some alternative to the antitrust law policy But there 
is not a single important industry, other than those of the public utility 
type, in which all the relevant factors have been examined and modes of 
reorganized control imaginatively devised to a point to justify an assured 
recommendation that it be transferred from the existing status of nominal 
conformity to the antitrust law policy In this opinion I think practically 
every close student of industrial organization will join me ^ 

The problem as now presented is, therefore, not that of deciding what 
forms of reorganization to effect, but rather of where to begin and how 
to proceed Present ignorance of what would be appropriate measures of 
reorganization of control in particular industries is no barrier to setting 
up a reasonable modus operandt for finding out The beginning has to be 
specific Particular industries have to be subjected to the closest scrutiny. 
In deciding what ones shall be first, the grounds of choice would be 
strictly pragmatic, based upon tests of relative importance and experience 
of peculiar difficulty m making the antitrust law policy effective. SteeL 
and petroleum at once suggest themselves as good candidates, as do a 
numl^r of other industries engaged in extracting and first processing of 
various minerals 

* If time permitted, it would be interesting to examine particular ends to test the proposi- 
tion that no single end of policy can be single-mindedly pursued "Efficiency" is a good 
example In this key was sung most of the early defense of the combination movement, and 
a little later, much of the opposition to it The relation between size, efficiency, and 
progressiveness is the most familiar of all topics in antitrust law discussions But no one 
who has fully explored the matter would argue that efficiency, however defined, could ever 
be accepted as the controlling criterion in judging whether or not to deviate from the 
antitrust policy Moreover, the content of the term is highly ambiguous, and tests of 
efficiency equally applicable to good times and bad, to the short and long runs, to private 
and collective ends are nonexistent 

Moreover, contra the usual ambiguous definition of natural monopoly, it may be that 
there are numerous industries in which, ceterts parthus, the greatest economy of operation 
could be achieved by total regional monopolies Policy might desert the principle of efficiency 
in such cases because of the desire to avoid the collectivist functions entailed Again, even 
where low cost operation is compatible with size far short of unitary monopoly in any 
market, it may carry concentration to a pomt where monopolistic features of organization 
are pronounced Policy might, therefore, reasonably desert the principle of efficiency because 
of a desire to avoid problems of organization and control connected with pursuing it And 
policy might equally not pursue some short-run prospect of efficiency because the organization 
involved would be antipathetic to long-run progressiveness Again, in the short run of 
depression periods, pursuit of low cost operation must almost necessarily run at odds with 
the desire for fuller employment Finally, it is wholly unlikely that large powers of public 
control could, politically speaking, ever be used in the conscientious pursuit of efficiency 
Similar tests could be applied to any other single end of policy In some degree I have 
already done so above in relation to the currently emphasized end, "increased use of 
resources " 

’ I refer only to industries exhibiting strong monopolistic features , not to industries in 
which problems of organization arise out of a highly competitive market structure 
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Most suggestions for procedure get put the wrong way round. It is 
sometimes suggested that a broad analysis of industrial structures, ori- 
ented on aiteria of similarity between industries, is a sine qua non. But 
this is by no means the case. Indeed, the matter is the other way round. 
The broad analysis depends upon the prior existence of analysis of par- 
ticular industries. At the outset constructive ideas concerning substitutes 
for antitrust law policy have no meaning except in the context of particu- 
lar industries, however much cumulative experience might aid in dealing 
with subsequent problems of organi2ation. 

Granted this point, one must further question another misleading as- 
sumption that, in the case of particular industries, the principal present 
difficulty IS ignorance. It is, of course, the case that industrial organiza- 
tion is largely terra incognita to economists and public officials. But even 
where knowledge is fullest, the best-informed persons are still in a 
quandary This is because the really perplexing difficulties are those in 
the field of administration. The most exhaustive knowledge of any indus- 
try does not of itself suggest forms of reorganized control which could 
be counted upon to promote public ends On this account I submit to the 
temptation to encroach upon the territory more specifically assigned to 
Professor Wallace in today's program. Professor Wallace suggests a va- 
riety of devices potentially available, but I wish to focus attention firmly 
upon the central and inescapable problem. 

V 

My discussion is limited to the problem of administering monopolistic 
powers to social advantage. This would require an increase in the degree 
of concentration of control. There are two general alternatives One is 
outright government enterprise, following acquisition of private produc- 
ing properties The other is government supervision, in some manner, of 
the business behavior of private managements. This again breaks down 
into two general forms One is the form of unitary monopolies on either 
a regional or national basis. The other is some variant of cartelization 

Current discussion tends to explore most readily the last of these alter- 
natives, the one which would represent the least radical departure from 
the existing structure of control. On this type of departure converge the 
desires of business groups desiring "self-government" and the tentative 
thoughts of "planners," with, however, quite different ideas about the 
structure of control. I shall not pause to argue that business groups do 
not design collective forms of control suitable for the pursuit of public 
ends. The other approach, emphasizing public interest, calls for some 
division of managerial powers between private and public agents. It is 
the manner of dividing authority, with reasonable promise of improved 
public well-being, that lies wholly outside the range of experience. This 
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is the exact problem to be solved, and no case can be made for departure 
from the antitrust policy in the case of any segment of industry until a 
solution, applicable to that area, is in hand As Dean Landis has so wisely 
said, *To essay what we cannot do is often worse than to do nothing.”® 
With equal wisdom, he says, "Study of the practical limits of adminis- 
trative action is still too dormant,”® 

I am not in the least prone to deny that in some industries it might be 
possible to pursue public ends more elffectively through some cartel vari- 
ant, I merely assert that no relatively assured means of so doing is at pres- 
ent extant in the whole sphere of public discussion in relation to any 
industry. The possible uses of cartels as a restrictive device, as a discrimi- 
natory device, as a device to slow down the pace of change and to protect 
vested interests, are well understood But their use as means for bringing 
public power to bear upon price, production, and labor policies, counter 
to the dictates of business judgment, in the interest of larger, more stable, 
and more equitably distributed national income lies as yet over the hori- 
zon of human ingenuity. 

As a purely personal judgment, I doubt that they will ever be useful 
for those purposes except in the most exceptional cases, breaking on the 
administrative rock. If, therefore, they are widely invoked in the interests 
of "stability,” I imagine that an expanded scope of "the public economy”' 
will be called for to compensate for the restrictive effects following in 
their train. 

From this position, the thought follows that, in considering the possible 
introduction of a more highly monopolistic structure in some industries, 
attention ought to be paid to the possibly superior merits of unitary 
monopoly. The public administrative problems are inherently simpler; 
and in a number of industries, at least, the prospects for efficiency, in 
some socially valid meaning of the term, appear to be greater. Industries 
in which it is not difficult to envisage this structure, and in which possible 
advantages can be discerned, probably deserve to occupy a special status 
among prospects for exceptions from the antitrust laws. Whether, at the 
end of the road, private or public enterprise would be preferable in any 
particular case is a point which need not occupy our attention here 

The actual processes by which government might press toward unitary 
monopoly are greatly curtailed by existing judicial rules of "due process.” 
It therefore seems unlikely that very effective action would be possible 
without a constitutional amendment. Indeed, it is almost equally unlikely 
that effective measures of control over cartel-like combinations could be 
carried out without an amendment. 

Under existmg judicial rules it would not be difficult to foster more 

® J M Landis, The Admtmstrattve Process, p 122 
* The same, p 122 
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highly monopolistic forms of market organization, but only on the pros- 
pect of monopolistic benefits accruing to those private interests whose 
voluntary co-operation would be needed This is the anticipated outcome 
of proposals which are insistently pressed upon legislative bodies from 
business quarters. The nature and magnitude of these pressures raise the 
question whether more highly monopolistic forms of organization, once 
admitted into the economy, could be insulated against such pressures and 
administered conscientiously in the broad public interest. The prospects 
are such as to justify a very cautious approach to the whole matter 

VI 

The unresolved perplexity about appropriate reorganizational expedi- 
ents disturbs my mind less than it seems to do the minds of many other 
people. This is partly because I do not take a highly alarmist view of the 
state of industrial organization But mainly it is because I do not see how 
the means of improving the state of industrial organization could be ex- 
pected to take form until the necessary explorations have taken place The 
work of the Temporary National Economic Committee, however valuable, 
IS only a beginning A permanent agency is called for It must be disso- 
ciated from punitive activities It must, until experience proves the con- 
trary to be justified, have no coercive powers except perhaps those of 
subpoena It must be subdivided into as many divisions as there are indus- 
tries under inspection These divisions must tram up experts in the or- 
ganization of particular industries 

An extended process of mutual education and conditioning is called 
for. for public servants, in the nature of the problems of industrial or- 
ganization and business policy, for private managements, in the nature 
of the public interests they are expected to serve, for both, in the possi- 
bilities of sharing authority in the simultaneous pursuit of public and 
private ends 

If and when knowledge and circumstances warrant, special legislative 
action can vest in an appropriate new agency authority to introduce in- 
novations in the control of a particular industry and to exercise defined 
degrees of authority over its operations. 

No one can, without recklessness, suggest going rapidly beyond the 
preliminary process outlined above Nor ought anyone to prejudge the 
outcome in administrative innovations in respect of any particular indus- 

*®This preparatory process, while essential, is subject to a serious hindrance by reason 
of the existence of the antitrust laws A state of mutual confidence and complete candor, 
such as ought to grow up between public agents and private managements, is impossible 
so long as skeletons of violation are concealed in business closets Managements are placed 
in a defensive position, and public agents, even though having no punitive purpose, must 
in the mere effort to be fully informed in some degree become detectives There is not 
much that can be said about the matter It is simply a fact which makes more difficult the 
task assigned 
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try, nor assume out of hand that an alternative superior to the applica- 
tion of antitrust law rules will be found These opinions reflect my pro- 
found distrust of those who, by reason of alarmist misgivings, or distaste 
for the social consequences of modern industrialism, or addiction to 
theories of industrial evolution, are driven to support rapid and radical 
departures from the existing basis of industrial organization. They run 
far beyond the beam of light by which experience guides the footsteps of 
intelligence 

Whether it will be politically feasible to initiate an intelligent approach 
to the problems presented is a point upon which I shall not pause to 
speculate It is worth remarking, however, how futile it must be to draw 
up ambitious plans of industrial reorganization so long as the political 
opposition of industries whose members dislike public attention does not 
permit even the first step to be taken toward an intelligent approach to 
problems of reorganization. Meantime, in the absence of such an approach, 
it IS wholly appropriate to continue efiPorts to make the competitive prin- 
ciple more fully operative, even in those areas of industry where one may 
think that a possibly superior alternative could be found 



KINDS OF PUBUC CONTROL TO REPLACE OR SUPPLEMENT 
ANTITRUST LAWS^ 

By Donald Wallace 
Williams College 

I 

The broad problem for consideration at our two sessions on competi- 
tion and monopoly is, what sorts of public control of markets, including 
antitrust laws, can do three things: (1) promote greater economic ef- 
ficiency by getting idle resources used, by improving the allocation of 
resources, and by stimulating progressiveness; (2) diminish inequality 
in distribution of wealth and income; and (3) help to preserve and re- 
fine further our democratic heritage of freedom, equality of opportunity, 
representative government, and legal restraints on the use of power both 
public and private. We seem to be committed to an economy of power 
positions; hence the problem is that of balancing private and public power 
so as to achieve these objectives I am skeptical of the effectiveness and 
the practicability of integrated, over-all management of the whole system 
of markets, or of any very large segment of it, outside a pretty thoroughly 
socialized economy, which I have not time to consider this morning Ac- 
cordingly, I shall limit my discussion to the problem of fitting specific 
kinds of public control to particular market situations found in areas 
rather small relative to the whole economy. By areas I mean individual 
firms, industries, or markets, or groups of these 

At the outset I think we must recognize that we have at present neither 
sufficient knowledge to formulate any comprehensive program of change 
in public policy along the lines of fitting particular sorts of control to 
particular areas, nor sufficient knowledge to be sure that the antitrust 
policy ought to be the general policy. Deficiencies in knowledge are of 
two sorts, both critical. There are few factual studies of market results in 
particular areas which indicate the extent to which actual results fall short 
of desirable results, in terms of economic efficiency and distribution. Nor 
do we know much about the extent of improvement which could be ex- 
pected from different sorts of control in various markets It is plain that 
our economy as a whole functions at a deplorably low level of efficiency, 
considering its disposable resources, and that inequalities in distribution 
much exceed any differences consistent with social health But the de- 
gree of responsibility for these shortcomings attributable in any general 

*In considerable measure this paper was prepared in close connection with a stud7 of 
standards of government price control undertaken by the author for the Bureau of Labor 
Statistics for submission to the Temporary National Economic Committee This paper has 
benefited from speaal reports submitted for that study by Messrs Ben W Lewis, Warren 
C. Waite, Don S Anderson, Ellery Gordon, R K. Frokcr, William Y Webb, and John 
M. Blair 
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way to present market organization and processes is far from clear. Even 
more obscure is the causal significance, m relation to these failings, of 
particular elements and policies m particular areas.^ 

Secondly, as far as I can see the true relations between free private en- 
terprise and all those relations, mstitutions, and processes which we call 
democracy are hidden behmd a mist of traditional but not unquestionable 
beliefs, psychological guesses, and rationalized prejudices and hopes. If 
the preservation and improvement of democracy requires that freedom 
of private enterprise be not diluted much beyond its present composition, 
then the variety of applicable kmds of control will be narrowly limited, 
except in the minds of those who regard maximum economic efficiency 
and reform in distribution as a higher good. This is not, however, the 
only facet to the question of the relations between democracy, free enter- 
prise, and public control. There is now good reason to ask also whether 
retention and development of democracy is compatible with prolonged 
failure to design and apply public controls which markedly improve ef- 
ficiency and distribution. 

On this crucial question of the relations between democracy, free en- 
terprise, and public control, I can, unfortunately, say but little I shall 
discuss a variety of possible sorts of public control, principally in their 
more narrowly economic aspects. I hope that this will provoke discussion 
of their political and administrative aspects, especially from those in the 
government service and from political scientists To those future presi- 
dents of this Association in my audience I should like to suggest that joint 
meetings with the political scientists are long overdue. 

II 

On the economic side the problem of neatly fitting particular kinds of 
public control to particular areas involves ascertainment of market results 
in each area with the existing kind of control and comparison with the 
probable results under alternative sorts of control.® The variety of kinds 
of public control which may conceivably aid in improving economic ef- 
ficiency and diminishing inequality is not always appreciated. Kinds of 
control signify various combinations of objectives, control devices, con- 
trol agencies, and economic standards. Examples of specific objectives are 
reduction of monopoly power, prevention of unnecessary profits, and raising 
the level of use of resources in the whole economy. Control devices are 

* I have elaborated these points in an essay contained in a recent collection of essays by 
several authors (Publtc Policy, Harvard University Press, 1939) 

*In the last analysis this calls for a classification of £rms, industries, or markets into a 
limited number of groups according to similarities and differences of market results in 
terms of efficiency and distribution, and for a co-ordinate classification of kinds of public 
control showing the kmd or kinds most appropriate for each class of firms, industries, or 
markets I pass over the problems of developmg a classification of markets as outside the 
scope of my topic, and take up various sorts of control 
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such operative techniques as limits upon methods of competition or other 
business policies, taxes, subsidies, fixing of prices or incomes. Control 
agencies are, of course, such instrumentalities as legislatures, administra- 
tive departments and commissions, courts, advisory boards, functional 
industry authorities, and government corporations. By economic stand- 
ards I mean more precise statement of the objectives Standards are the 
criteria which show the direction and limits of change in market results 
needed to attain the objectives. 

Reserving standards for later treatment, I shall select several combina- 
tions of the other elements that constitute important kinds of public con- 
trol and note three bases for classifying them, recognizing that further 
factual study of different market situations and of types of control should 
disclose other bases for classification. 

Let us first differentiate those kinds of control which involve direct 
participation by government in the determination of market results and 
those sorts of control where reliance for the production of desirable re- 
sults is left mainly to the activities of private individuals or groups acting 
within limits set by government and through processes sanctioned or re- 
quired by government The essence of the latter class of controls lies in 
public action on the structure and conditions of the market and the pro- 
cesses by which market results are determined Such action is expressed 
in public prohibition or requirement of particular structures or practices. 

In this category there seem to be four kinds of public control worth 
distinguishing (1) Provision of information on market conditions, in 
the broadest sense, and on the social consequences of business policies. 
(2) Antitrust policy. (3) Collective bargaining or negotiation by repre- 
sentatives of two or more interested groups such as management, inves- 
tors, labor, purchasers, suppliers, and bankers Collective bargaining may 
be used as a method of determining any one or more of the fundamental 
market results investment, output, sales, prices, incomes, and employ- 
ment Government action limited to sanctioning or requiring collective 
bargaining, definition of permissible or required procedures, and super- 
vision to ensure compliance with the laws and enforcement of the bar- 
gains, involves no direct participation of government in the determination 
of market results. (4) Consumers’ co-operation with government assist- 
ance in the form of exemption from the antitrust laws, dissemination of 
information, or provision of financial aid as in the case of rural electric- 
ity co-operatives. 

Direct participation of government in the determination of market re- 
sults seems to break down into six additional major types of control ( 5 ) 
Regulation in the form of setting limits upon or outright fixing of ca- 
pacity, capitalization, output, prices, incomes — some or all of these — ^by 
legislatures, departments, or commissions subject to judicial review. (6) 
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Public monopoly. (7) Government competition^ Government competi- 
tion may represent merely one very effective method, but, I think, ordi- 
narily an undesirable method, of bringing about public monopoly This 
I do not discuss The rules for government competition, which is intended 
to remain competition, may differ according to the emphasis upon com- 
petitive or regulatory aspects In the one case, after equalizing, in ac- 
tuality or by formal accounting, the interest rates, wage rates, taxes, and 
other items of cost to the public and private corporations, the government 
corporation would compete according to ordinary commercial principles, 
striving to cover its own costs as far as possible, but not making any 
monopoly profits On the other hand a government corporation regarded 
as essentially a regulatory instrument would determine its policies entirely 
on the basis of the costs and other conditions of the private firms, with 
the objective of compelling them to adopt the most efficient volumes of 
investment and output and the best rates of progressiveness of which 
they were held capable, and which were consistent with their receipt of 
the minimum profits necessary for them to attract capital Whether the 
government corporation covered its own costs would be irrelevant Con- 
tinuous deficits, incurred because it was less efficient or in order to absorb 
suflScient freight to regulate the prices of distant private firms, would be 
regarded as costs of regulation If it were more efficient or more progres- ' 
sive it would need to refrain from serious inroads on the markets of pri- 
vate firms, and be satisfied with extra profits Obviously it would not be 
easy to obtain understanding and acceptance of government competition 
that was essentially regulatory. (8) Functional authorities composed of 
representatives of interest groups and government officials empowered 
to represent the general public interest. The distinction between this sort 
of control and collective bargaining lies in the participation of public repre- 
sentatives in the negotiations by which market results are determined 

(9) Subsidies as an instrument for improving efficiency or distribution. 

(10) Taxes Some kinds of tax, such as an undistributed profits tax, belong 
in the first category; others in the second category Most of the tax devices 
related to objectives that I consider today are so esoteric that I shall omit 
discussion of them These ten sorts of public control are not all mutually 
exclusive Many combinations are possible, of which some will be noted as 
we proceed 

Another basis of classification of kinds of public control is found in 
a distinction, sometimes tenuous, between attempts merely to prevent 
undesirable results and endeavors to obtain desirable results Govern- 
ment agencies cannot by law or orders make people invent or introduce 

I do not place this among antitrust procedures as Mr Homan does, because it involves 
direct participation by government in determination of market results I daresay most 
businessmen would be inclined to agree with me rather than with Mr Homan 
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improvements at a certain rate, explore elasticity of demand vigorously, 
carry investment up to a point considered desirable, or carry on produc- 
tion at a loss. Each of the ten sorts of control mentioned is well suited 
to prevention of one or another sort of undesirable market results, but 
not all of them can be effective in achievement of particular desirable 
results. For example, is it not probable that regulation by an administra- 
tive commission or department is really effective mainly in preventing or 
correcting undesirable market results? 

A third basis of classifying controls lies in the relative emphasis placed 
on economic ends and on democracy. Our broad problem is to find a de- 
sirable balance between economic efficiency and democracy Most kinds 
of public control are directed mainly to improvement in efficiency. Col- 
lective bargaining may be regarded primarily as a method of introducing 
the institutions and processes of representative government into the mar- 
ket place — an extension of economic democracy in a very direct way — 
as well as a method of diminishing inequalities in market bargaining power. 
In less degree, perhaps, the same may be said of functional authorities. 

Ill 

Let us now take up in turn two major economic problems, noting un- 
der each the sort of standards that are applicable and some of the rela- 
tive possibilities of different kinds of control in applying such standards. 
We must distinguish sharply between the objectives and standards perti- 
nent to each of the problems: (1) the familiar problem of efficient allo- 
cation and utilization of resources on the traditional assumption that 
all resources will be used; and (2) the "new” problem of raising the 
level of use of resources m the whole community. Plainly the latter is 
now on all counts the crucial problem. And the apparent impossibility of 
reaching the goal of full use of resources through monetary policies and 
pump-priming alone renders imperative a searching investigation of the 
possibilities of public control of markets as a means to this end In this 
brief paper I can do no more than mdicate some of the possibilities. For 
reasons already explained I exclude consideration of over-all market 
management to change prices or investment simultaneously in all mar- 
kets in the economy or in any large segment of it comprising a great num- 
ber of different commodities. 

How might control of prices or investment in a particular area pro- 
mote greater employment of resources in the whole economy?® Accord- 
ing to one theory higher prices in certain areas, bringing larger incomes 
there, will increase demands for other things and hence promote gen- 

'Lunitations of bme make it impossible to distinguish here between the cyclical and 
secular aspects of this problem I have made some distinctions of this sort in my essay 
m Publ/c Policy, Similarly, failure to consider wages, inventories, and reserves does not 
imply that they are unimportant in relation to this problem 
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eral recovery. This neglects the total effects outside the areas where prices 
are raised. On the other hand we have the familiar view that lower 
prices in a given industry will increase employment of resources in that 
mdustry and hence raise employment of resources in the whole economy 
by that much. This view overlooks entirely the effects on employment of 
resources outside the area where price has changed. If lower prices for 
lumber merely result in shifting an increment of spending from brick 
and stone to lumber there will be no appreciable effect on the employ- 
ment of resources in the whole economy ® The total effect of a change 
in prices or investment in a particular area on the level or use of re- 
sources in the whole economy is the algebraic sum of the effects inside 
and outside that area. In the *‘old‘* problem of best allocation and ad- 
ministration of resources it was tacitly assumed that the total effect from 
a change in one area would be zero. With unemployed resources the sig- 
nificant problem is to obtain changes in particular areas with total ef- 
fects greater than zero. 

Lower or higher prices in a particular area may affect total use of re- 
sources in the economy in two ways ^ They may alter the total employ- 
ment of labor and capital supported by a given total expenditure in the 
economy, as in the case where consumers get more of one commodity for 
a smaller gross expenditure on it and spend a larger sum on other com-, 
modities Price changes in a particular area may also bring about a change 
in total spending through their effects on hoarding and on borrowing. 

Aside from NRA and AAA little attention has been paid by legisla- 
tures and authorities charged with public control of various industries 
to the problem of the relations between prices and investment in a par- 
ticular area and the level of use of resources elsewhere. 

In the main the objectives and standards used in public utility regula- 
tion continue to be related to the problems of allocation of investment, 
reasonable rates, and prevention of monopoly profits Many public utility 
commissions reduced rates in depression, but not in most cases as a re- 
sult of study of the probable effects in other parts of the economy.® The 
decisions of the Interstate Commerce Commission on general rate cases 

•In general, a price reduction anywhere increases the real income of the community 
The problem considered here concerns increases both m real income and in the rate of use 
of economic resources 

have sketched some of the theoretical principles applicable to this problem m an 
essaj^ “Monopoly Prices and Depression,” in Explorattons m Economics 

•Their action seems to have been motivated by such considerations as (1) desire to 
reduce rates below levels which they considered unnecessarily high but which had been 
permitted during prosperity by the court rule of fair return on present value, (2) belief 
that a depression fair return was lower than a fair return in prosperity, (3) belief that it 
was onlv fair to consumers that utility rates should be lowered as other prices and incomes 
fell, (4) mere assumption that lower utility rates would conduce to recovery. Under the 
present law of confiscation public utility commissions would probably have little leeway 
to manipulate rates in the interests of recovery even if they did study the problem and 
develop standards in which they had confidence. 
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during depression laid most emphasis, as before, on the effects of rate 
changes on carrier revenues and credit The investment program of TV A 
has been regarded partly as a means of stimulating the durable equip- 
ment industries, but TVA*s electric rate policies have not been formulated 
according to analysis of the effects upon the level of use of resources 
elsewhere. 

The AAA constitutes the leading instance of an avowed attempt to 
promote recovery m the whole economy by shifting the flow of income 
and spending through the device of price control in a group of indus- 
tries Let us examine briefly one example in this program — ^milk control 
The evidence shows that the AAA raised milk prices to producers and 
that retail prices also went up With demand inelastic in the range of 
the price increases — of which there seems to be no doubt — more dollars 
must have been spent on milk by the whole community and less on other 
things than would have been the case if milk prices had not been raised 
It follows that the level of use of resources as a whole must have been 
lower as a result of the milk price increases, unless these higher prices 
somehow led to an increase in total spending in the economy at least 
equivalent to the increment of expenditure shifted from other things to 
milk, that is, the decrement in spending on all other things ® To produce 
such a result farmers and producers of goods purchased by farmers would 
have to spend, out of personal hoards or idle savings or bank credit, an 
amount equal to the increment added to their income, in addition to 
spending this increment of income. Yet even that might not be enough, 
unless they acted very quickly If the beginnings of diminished spend- 
ing of consumers as a whole on all other things led the producers of 
these other things to spend less on equipment and inventories, the total 
decrement of expenditure outside milk, attributable to the higher milk 
prices, would be increased Hence, if higher milk prices were to result 
in an increase in the employment of resources m the whole community, 
it might be that dairy farmers and producers of things bought by them 
would need to spend the increment to their income plus a further sum 
from hoards or from the banks equal, perhaps, to as much as double this 
increment to their income. The above analysis applies a fortwn in so far 
as higher milk prices would result in less production of milk than would 
attend lower prices. 

One qualification to this conclusion may be noted. The increment of 
income transferred to farmers might be spent faster by them than by 
those who would have received it otherwise If the latter would have 
spent none of it, and the farmers would spend all of it, the level of use 
of resources outside milk would remain unaffected by the higher milk 

® Or unless prices of commodities on which spending was lessened were lowered enough 
to mamtain the same employment of resources in their production 
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prices. But m order to improve this level the farmers, or producers of 
goods sold to them, would have to spend more than the increment added 
to their income. 

The minimum price fixing of the Bituminous Coal Act may be analyzed 
along similar lines, with similar conclusions.^*^ Although study of dif- 
ferent situations may disclose exceptions'^ — ^which I must here neglect — 
it seems evident that schemes which raise income in a particular area 
by raising prices there are likely to operate against recovery Where in- 
creases in income are desirable for reasons of decency or to stem a de- 
moralizing reshuffling of income and demand patterns in the economy, 
subsidy paid out of deficit financing or from taxation of hoards is super- 
ior on economic grounds as a means of promoting a higher level of use 
of resources 

Under what conditions might price reductions in a particular area pro- 
mote a larger employment of resources in the whole economy^ Mention 
of several broad kinds of situation will indicate some of the possibilities 
Reduction of prices of equipment with inelastic demand at prices below 
those currently charged would ordinarily tend to promote a higher level 
of use of resources m the whole economy Equipment purchasers would 
be left with an increment of funds which they would have spent on equip- 
ment at the higher prices If they or their employees or investors spent, 
any part of this increment, the demands for other things would be in- 
creased and the use of resources improved, even on the assumption that 
the equipment manufacturers would have spent all of it if they had re- 
ceived it. The general level of use of resources would remain unimproved 
by lower equipment prices only in the extreme case where equipment manu- 
facturers would spend all of this increment if they got it (through higher 
prices), and equipment purchasers would spend none of it if they got it 
(through lower prices) Similar analysis and conclusions seem to apply 

“In large measure this act represents a kind of minimum wage legislation Prices are 
to cover direct costs in order to prevent competitive wage cutting Since there seem to be 
some profit elements in the items of cost to be covered by minimum prices it is possible 
that profits may be increased, if they are not devoured by increases in competitive marketing 
expense If, then, however higher coal prices bring a larger gross revenue to the coal indus- 
try, It IS divided between operators and labor, and the effect will evidently be to lower the 
level of use of resources elsewhere unless coal producers or producers of things bought by 
coal miners or operators increase their expenditures by dishoarding or borrowing to an extent 
sufficient to offset the reduced expenditure of consumers on other things than coal and 
any tendency to reduction of spending by the producers of these other things 

“ In an industry where accumulated deficits in maintenance, replacement, and moderniza- 
tion are large owing to continued poor profit expectations, higher prices and profits might 
induce an increase in gross capital expenditure which exceeded the mitial decrement of 
spending elsewhere occasioned by the rise of prices in this industry 

“If demand for equipment were not perfectly inelastic, lower equipment prices would, 
of course, bring a little larger use of resources there without causing a decrease elsewhere 
The general level of use of resources would also be but little improved by lower equipment 
prices if price increases outside equipment absorbed all the increment of additional spending 
outside equipment, without any increase in use of resources in that outside area But 
wherever considerable unused capacity exists there is a presumption that prices will not be 
raised substantially merely on account of an increase in demand 



202 


American Economtc Association 


in the case of consumer goods with inelastic demand at lower prices — 
perhaps such things as cigarettes, gasoline, and broad groups of food 
products or clothing. In so far as ultimate consumers are less likely to 
hoard than business firms, price reductions on consumer goods might tend 
to increase total spending in greater degree than reductions in equip- 
ment prices. 

The other cases involve products with elastic demand at lower prices. 
In many cases of this sort price reductions in a particular area will promote 
greater use of resources in the whole economy only if they stimulate an 
increase in the total spending of the economy. Otherwise the result may 
be merely an offsetting shift in the use of resources between different 
areas. Where the larger consumption attending lower prices induces ad- 
ditional spending by producers on expansion or modernization, the gen- 
eral employment of resources will be improved, unless an equal decrement 
of spending on equipment results where demands have dropped Again, 
if the shift in spending between areas transfers income to areas where 
it is spent faster, use of resources should be enlarged. Finally, if demand 
is elastic at lower prices because purchasers will dishoard or borrow, total 
spending will be increased by price reductions. Examples of the latter case 
may be found in expensive consumer durable goods and, under some cir- 
cumstances, in capital equipment. 

The conclusions of the preceding paragraph rest on the assumption 
that prices of other things, outside the area of the initial price reduction, 
are not affected. This assumption is probably correct where the reduction 
of demands outside this area — consequent on increased spending within 
this area — is spread thinly over many products, or wherever policies of 
price inflexibility are followed. If, however, an initial price reduction on 
one commodity precipitates price reductions on other commodities with 
the result that in the whole area covered by this chain of price reductions 
no more is spent than would have been spent if these prices had all re- 
mained higher, then the level of use of resources in the whole community 
would be improved without any increase in total spending in the com- 
munity. 

It is clear that if public price control in a particular area is to be suc- 
cessful in promoting a higher general level of use of resources, stand- 
ards must be formulated in terms of the relation of price changes inside 
the area to changes in spending, hoarding, incomes, prices, and employ- 
ment of resources both outside and inside this area. TTiese are terms very 
different from those of the customary standards related to the problem 
of promoting the best allocation of resources and preventing monopoly 
profits. Timing would be important, for we are roughly aware of changes 
in elasticities of demand and changes in propensities to hoard and to 
spend. Where the purpose is to reduce spending in a given area, the area 
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of price reductions must cover all close substitutes. Where complementary 
materials are involved, as in construction, elasticity of demand would 
emerge only with extension of control to all the materials. In many areas 
It may be impossible to assess the probabilities with enough assurance to 
justify public action. But it should be possible to discover some areas where 
price reductions would be very likely to promote an increase in the general 
level of use of resources, especially as we learn more about flows of income 
and spending and patterns of resource use. The recent advances made by 
the staffs of the National Resources Board and the Federal reserve system, 
by Professor Leontief, and, on utility rates, by Professor Sumner, are en- 
couraging.^® 

Where substantial reductions in prices were called for, price fixing by 
an administrative commission would be among the least effective alter- 
natives. Even if the law of confiscation were drastically modified, business 
managements and investors would be belligerent in the face of orders 
to reduce prices drastically. It is scarcely to be doubted that organized 
labor would often join in the opposition. Moreover, commission proce- 
dures are ill-adapted for nice timing Competition by a government corpo- 
ration could achieve the immediate objective of lowered prices, but the 
end result might often be abandonment of the field by private enterprise. 
There is little reason to think that either collective bargaining or a func- 
tional authority would go far in relating prices to the standards relevant 
to this problem. Public monopoly in appropriate industries — key indus- 
tries from the standpoint of this problem — and public subsidy to private 
enterprise obviously constitute the most effective instruments for achiev- 
ing the objective. 

Subsidy could take the form of a guarantee of minimum earnings in 
return for a price policy determined by public authorities according to 
standards of the probable total effects in the whole economy. Only through 
subsidy or public monopoly could prices be reduced below incremental 
costs without diminishing employment of resources inside the area. Yet 
it would be mere coincidence if the minimum desirable price from the 
standpoint of the total effect on the general level of use of resources were 
just equal to incremental cost or were above it. 

Output control in particular areas promises little aid in improving the 
level of use of resources. Control of gross capital expenditure of business 
enterprises would be highly significant Standards for desirable volumes of 
investment and the forms it takes should be related to the direct effects 

^‘Eg, Patterns of Resource Use and The Structure of the American Economy, Part I, 
National Resources Board, Wassily W. Leontief, ’‘Quantitative Input and Output Rela- 
tions in the Economic System of the U S Review of Economic Statistics, XVIII (August, 
1936), 105 and "Interrelation of Prices, Output, Savings, and Investment," ibid,, XIX 
(August, 1937), 109, John D Sumner, "Public Utility Prices and the Busmess Cycle," 
ibid, XXI (August, 1939), 97. 
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on the use of resources m the investing industry and in particular equip- 
ment industries and to the indirect effects in increased spending elsewhere 
The worth to the community of an increment of investment of savings 
or credit is the sum of the resulting additions to national income where 
it is invested and elsewhere The indirect addition to national income may 
be large though the direct addition where it is invested is small. Use of 
such criteria in control of gross capital spending might lead in some areas 
to much * ’overinvestment” according to the traditional test relevant to the 
problem of best allocation of resources which will all be used anyway; 
but this latter criterion is not applicable until we approach full use.^^ 
Studies of patterns of resource use, and of the relative effects of spend- 
ing in this, that, or the other direction, encourage the view that it may 
be possible to arrive at concrete estimates sufficiently satisfactory so that 
control of investment could improve the rate of use of resources 

With regard to types of control for investment we must conclude, as 
in the case of price control, that public monopoly and subsidy are the two 
most eflPective instruments If it is considered desirable to preserve pri- 
vate enterprise in key areas, public guarantee of certain minimum earn- 
ings might be effective in expanding private investment Or government 
might directly invest some public funds in non-interest bearing securities 
of private corporations which agreed to spend them on new equipment 

IV 

I now leave the confusing wilderness of the full use problem and 
proceed along familiar roads that have an illusive firmness and direction 
— until one finds himself knee deep in macadam or wondering around 
traffic circles which seem to have lost their outlets If we ignore reper- 
cussions on the general level of use of resources, attainment of high eco- 
nomic efficiency consists of correcting and preventing overinvestment and 
underinvestment of economic resources, improving the utilization of re- 
sources already committed, and securing a high rate of progressiveness. 
I shall treat public control in relation to two aspects of this problem the 
general level of prices, or average revenue, of a firm or group of firms, 
and the structure of prices to different classes of consumers 

Aside from antitrust control, and recent ventures in federal ownership, 
experience in the United States with public control in relation to this 
problem has been confined chiefly to commission regulation Although 
few factual studies of the results of public utility regulation have been 
made, there is little doubt that, in the mam, they have not been very satis- 
factory, except in control of investment in operating properties. TTiere is 
no need to rehearse the floundenngs of many judges or the failure of most 

“As full use IS approached, the indirect worth — the addition elsewhere to national 
income caused by an increment of investment here — becomes less 
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commissions to develop effective standards and present them to the courts 
with clarity and vigor. Let us pause merely to say in the spirit of the sea- 
son, '*God rest ye, merry gentlemen, and be not dismayed by the reflection 
that if all your pens had been harnessed to service-at-cost generators, we 
should now have cheaper electricity.*' 

Regulation of the general rate level or average revenue, under the judi- 
cial rule of fair return in each year on present value, has exhibited two 
major defects. There has often been a confusion between considerations 
of fairness to vested interests and standards of economic efficiency It must 
be recognized both that true standards of efficiency can only be developed 
apart from considerations of fairness to vested interests and that appli- 
cation of these standards should be tempered, during an appropriate pe- 
riod following their adoption, by criteria of fairness to past commitments 
of capital and labor made on other expectations. 

Secondly, regulatory authorities have often erred in making a deter- 
mined effort to reproduce in actuality the kind of relations between in- 
vestment, prices, and profits depicted in the long-run, static equilibria 
of economic theory The faultiness of this attempt has, perhaps, been ob- 
scured by its failure to produce palpably absurd results in the case of 
those public utilities which have enjoyed a steadily increasing demand 
marred only by small backward fluctuations In the last ten years the 
railroads have not seriously demanded normal returns on actual dollar 
investment or on reproduction cost, because it was clear that they could 
not be obtained with any rate schedule A moment's consideration of the 
results of an endeavor to produce these equilibrium results in concrete ac- 
tuality during any length of period in durable goods industries will demon- 
strate the ridiculousness of this approach In reality, except by chance, the 
economist’s static equilibria, whether competitive or monopolistic, never 
exist anywhere or in any period outside the expectations of men — and 
sometimes these are dreams If public control of one sort or another is 
to achieve market results representing a high degree of economic efficiency 
from the standpoint of the community, it must not try to reproduce the 
static equilibria as actual averages of results in a short period or in a 
longer period including good years and bad.^® It must become at least 
as sophisticated as those businessmen who laugh at the assumptions of 
perfect knowledge, smooth demand and cost curves, and static conditions. 

Omitting consideration of redistribution of income by provision of 
necessary services or commodities to the poor at prices below costs, the 
guiding principles of efficiency to be used in all areas, whatever the kind 
of control, are well known No unit of homogeneous resources should 

” Cf the acute observations of Melvin G de Chazeau on the error of deriving actual 
rates from any kind of cost-determined "rate base ’* "TTie Nature of the ‘Rate Base’ in the 
Regulation of Public Utilities," Quarterly Journal of Economtcs, LI (February, 1937), 
303 ff 
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be introduced where its value to consumers is less than in some other 
use, and output in each area should always be such that a further incre- 
ment would not be worth to consumers the cost of producing it. In the 
endeavor to translate these principles into workable standards two prob- 
lems are encountered. Standards must be expressed in terms of concrete 
measurable quantities, and refinements or modifications of the broad prin- 
ciples must be made to fit particular situations. Clearly such standards can 
be developed only by intensive study of the facts in particular areas. 

Concrete, workable standards for changes in mvestment in a particular 
area might be developed from two different approaches. One would repre- 
sent an endeavor to achieve in men’s expectations the theorists’ equilibria, 
by the use of standards expressed in objective manifestations of expecta- 
tions, such as stock market quotations and yields thereon, future price 
quotations, proposals or applications by businessmen to change prices or 
investment, and proposals of bankers to underwrite new securities. An 
example of this would be a set of standard price differentials of common 
stocks of different companies, reflecting differences in risk, capital struc- 
tures, and dividend policies. Marked divergence from the standard dif- 
ferentials would, in the absence of explanations of a ‘‘technical” market 
nature, be considered evidence of the desirability of a change in the rates 
of flow of new savings into these companies. The other approach would 
involve empirical construction of a model of desirable market results for 
a given area, exhibiting averages over periods of differing lengths Actual 
achieved results would then be made to conform, as closely as possible, to 
the averages of the model. I suspect that if two sets of persons embarked 
on these two approaches they would shortly find themselves doing many 
things in common. 

Application of the basic criterion of short-run eflSciency — ^prices equal 
to incremental or marginal costs — ^presents several problems. Maximum 
prices fixed by public authority according to this standard would often be 
illegal under the present law of confiscation. Present accounting practices 
in most firms are probably not well suited to calculation of incremental 
costs. But the studies of Professors Dean and Yntema, and experience in 
public utilities, suggest that procedures for satisfactory calculation would 
now be far advanced in many industries if accountants had spent on this 
problem half the effort they have expended on the less sensible problem 
of allocating overhead to get full unit cost. 

The difficult problems in modification of this criterion to fit particular 
areas arise because the standard of short-run pricing necessarily affects 
the expectations upon which changes in investment occur. The short-run 
criterion is basic, both for short-run and long-run eflGiciency. Indeed, over- 
investment may be conceived as a condition such that, when prices are kept 
equal to incremental costs, profit expectations are too low to attract new 
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capital. In areas where overinvestment is not unavoidable, being due merely 
to monopolistic pricing unaccompanied by effective barriers to the entry 
of additional resources, prevention of overinvestment requires short-run 
prices close to incremental costs. In the case of overinvestment resulting 
from a persistent decline in demand, prices equal to incremental costs 
would seem ordinarily to promote more rapid elimination of excess invest- 
ment than higher prices Where there is underinvestment, because firms 
typically wait to expand until short-run incremental cost actually exceeds 
long-run incremental cost, including capital charges on additional equip- 
ment, the latter is the proper standard. 

Where continuous overinvestment is unavoidable, with increasing or 
stationary demand, prices must ordinarily exceed incremental costs in 
order to yield expectations of sufiicient earnings on new investment to 
attract additional savings. I consider overinvestment to be unavoidable 
whenever technological conditions and demand characteristics are such 
that maximum efficiency requires an amount of investment that will not 
ordinarily be fully used, even with prices equal to incremental cost A 
familiar example is presented by some public utilities where the neces- 
sary facilities are often not fully used even at times of peak load. Another 
instance may exist in the following combination of cost and demand con- 
ditions. Incremental cost for the individual firm after reaching its mini- 
mum point continues nearly constant for a long range of output almost 
up to the limit of production that is physically possible and then balloons 
skyward on the last few units. There are some indications that the incre- 
mental cost function in steel production is of this nature. Where such 
cost conditions are combined with great flunctuations in demand, prices 
may need to be somewhat above incremental cost most of the time in 
order to keep expectations of earnings on new investment high enough 
to attract capital — unless consumers and government are willing to per- 
mit enormous price increases and immense earnings in a few years of each 
cycle. Otherwise there would have to be some overinvestment in order 
to serve demand in peak years at * 'reasonable** prices. Study of actual 
incremental cost functions and of demand may disclose other types of 
situation in which overinvestment is unavoidable and in which prices 
should ordinarily exceed incremental costs. 

Wherever that is true it is necessary to calculate a differential by which 
price should exceed incremental cost. Changes in technological condi- 
tions or in investors* prejudices would require changes in this differential 
from time to time, but it should not be altered on account of variations 

“The possibility exists that somewhat higher prices and earnings might enable some 
firms to obtain capital for improvements, adoption of which would lead to more rapid 
elimination of excess capacity 

“This might ordinarily lead to excessive new investment at such times, unless new 
investment was limited by government. 
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in output. The purpose of this differential is not to bring a fair return 
on the whole investment in every year Rather, the differential represents 
a kind of index of the extra earnings per unit, over and above the sums 
which would accrue with price equal to incremental cost, that are neces- 
sary because some minimum of overinvestment is unavoidable, in order 
to maintain expectations of earnings that will attract capital 

There is little point in discussing possible difficulties in using the in- 
cremental cost standard in markets containing several or many firms un- 
til we have more knowledge of the nature of incremental cost functions 
But as long as consumption is to be rationed by price, there is probably no 
need for any bulk-line cost standard. I shall leave to my commentators 
the question of the relations between the incremental cost standard and 
delivered prices. 

I have time for only a few words about standards for the pattern of 
prices of a firm or in an industry where different products are sold or the 
possibility exists of charging different prices to different consumers of 
the same product Here, again, the most difficult problem is posed by the 
case of unavoidable overinvestment with regard to peak demands Under 
such circumstances average revenue should exceed the average of incre- 
mental costs of serving different consumers by enough to enable attrac- 
tion of new savings. The pattern of prices should be designed to give the 
maximum possible utilization of capacity consistent with obtaining the 
required revenue. This kind of problem has always faced public utility 
commissions in the task of spreading the *Tair return overhead’' among 
several classes of consumers, but they have given it much less attention 
than the problem of the general rate level and earnings In large degree 
they have, indeed, tried to prevent rates below incremental costs Some of 
the best commissions seem to have had maximum possible utilization of 
capacity as a goal, but it is doubtful that they have achieved it In order- 
ing rate reductions to eliminate excess profits, they usually compute the 
appropriate rate reduction on the basis of current consumption with little, 
if any, allowance for any elasticity of demand, and in deciding which 
rates to reduce, they take into consideration the relative volume of protests 
from different classes of consumers In short, considerations of equity or 
fairness as between classes of consumers are mixed with an assumption 
that all demands are perfectly inelastic 

Plainly, maximum efficiency would require that excess profits be elimi- 
nated by reductions in price to those classes of consumers whose demands 
are more elastic.^® Consumers with the less elastic demands should not 
have reductions until the prices to those with the more elastic demands 
have been reduced all the way to incremental costs Only thus can utili- 
zation of capacity, consumption, and employment in the firm or industry 

“Cf C Emery Troxel, Amertcan Economic Review, XXVIII (June, 1938), 289 
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attain the maximum consistent with expectations sufficient to attract capi- 
tal and prices all of which cover incremental costs. 

What particular combinations of control devices and control agencies 
might be most effective in applying these standards of efficiency for the 
traditional problem of allocation and utilization^ Let us consider three 
broad classes of market situation bearing in mind that a much more elab- 
orate and refined market classification is actually necessary. In the first class 
of market situation the competitive forces are strong enough, as a result 
of effective application of the antitrust laws, to keep prices quite close to 
incremental costs most of the time, but unavoidable overinvestment per- 
sists owing to poor knowledge or errors of optimism If provision of more 
accurate and adequate information on market conditions by trade associa- 
tions and government agencies is not sufficient to prevent overinvestment, 
a public commission might be empowered to pass on all applications for 
new investment in markets of this sort Additional investment should be 
permitted only on a showing of probability that some increment of pro- 
duction could be replaced at a lower incremental cost including the capital 
costs of the proposed new equipment, or when underinvestment was im- 
minent, as shown by studies of market data, by the character of proposals 
by businessmen and bankers, and by the movement of security prices Such 
control of investment would be facilitated if the commission were also 
empowered to develop for firms in each class of market a standard type of 
security structure with a range of permissible variations I am inclined to 
think that control of investment and security structures is something for 
which a government commission is much letter suited than control of 
prices and incomes The possibilities of this kind of control, as an alterna- 
tive to the oft-urged cartelization, have not been sufficiently explored 

The second sort of market situation to which I refer is that where the 
firm or firms in the market can, in spite of all that antitrust enforcement is 
able to accomplish, hold prices considerably above incremental costs, but 
do not have power to limit the introduction of new investment — with the 
result that overinvestment may be chronic These conditions are found, with 
numerous variations in degree, in most of the public utilities and probably 
in several major industrial markets. Here the objective of public control is 
twofold: to prevent overinvestment or restrict it to the unavoidable mini- 
mum required by the conditions of technology and demand, and to keep 
prices close to incremental costs, plus an appropriate differential in instances 
of unavoidable overinvestment Limitation of investment by an investment 
control commission, as in the case treated above, could prevent overinvest- 
ment, espeaally if supplemented by an undistributed profits tax, but could 
not lower prices. Let us consider briefly several alternatives for control of 
both investment and prices. If public monopoly can avoid deleterious po- 
litical influences and administration by the inefficient bogeymen who haunt 
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the textbooks, it obviously possesses the greatest promise from the stand- 
point of achievement of maximum efficiency with given techniques and 
products. However, in an industry where there exist great potentialities 
of progressive improvements in technique and of adaptation of the basic 
product to new uses, public monopoly might be much inferior to the other 
alternatives. This is not merely a matter of personnel. Perhaps more im- 
portant is the problem of the costs of obsolescence In private industry these 
costs can be and are in considerable measure shifted onto investors. With 
public monopoly this would be difficult, perhaps impossible. The other 
possibilities are shifting these costs to taxpayers, or to consumers in the 
form of diminished progressiveness and higher prices The latter method 
might often be chosen. 

The record of commission regulation of investment, prices, and earnings 
could undoubtedly be much improved, with appropriate changes in the law 
of confiscation to permit the use of the criteria of efficiency sketched above 
and with better development of concrete standards for applying these 
criteria. Public commissions are, however, nearly impotent in getting new 
things done in contrast to preventing the doing of old things. Where high 
efficiency demands the realization of potentialities of cost-reducing tech- 
niques or improvement and adaptation of products for more effective com- 
petition with substitutes (as in the case of electricity and rail transport), a 
regulatory commission cannot, by orders and suggestions, get these things 
done. Public monopoly can do such things directly, subject to limitations 
mentioned above. 

Where there is room in the market for several efficient firms a govern- 
ment corporation competing with private enterprise might yield better re- 
sults than either public monopoly or commission regulation If positive 
things of the sort just mentioned needed to be done, the government cor- 
poration could do enough of them to stimulate the private companies to 
more vigorous efforts Officials of a government corporation operating in 
the market should have a better knowledge of the conditions in the market 
than a commission can obtain; and they could by their own policies so alter 
the market data facing the private companies as to force the latter for their 
own advantage to adopt the most efficient rates of output and prices. If the 
standards here advocated were skillfully used, private companies would 
have no logical reason, from the standpoint of profit expectations, to aban- 
don the field, for expectations would be kept at a level that would attract 
capital as demand expanded The private companies would, of course, need 
assurance by law and by experience with the policies of the government 
enterprise that this would be true Overinvestment could be prevented by 
agreement between the government corporation and its private competitors, 
and waste in marketing expense could be diminished by the same device. 

The possibilities for attainment of high economic efficiency through col- 
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lective bargaining by representatives of various parties at interest need 
extended analysis which has not, so far as I know, been supplied by its 
proponents Since it would ordinarily produce compromise, Ae nature of 
which would depend on the relative power and skill of the bargainers, 
there seems little reason to think that the market results would usually ap- 
proximate the standards of economic efficiency The results with a func- 
tional authority would also constitute a compromise, which might or might 
not be closer to these standards depending on the powers and ability of 
the government representatives. Even though they yielded results diverging 
substantially from standards of high efficiency, these kinds of control might, 
however, produce a better balance of democracy and efficiency 

A third type of market situation is that where underinvestment exists 
because firms do not compete vigorously in expansion and because barriers 
to entry, such as size of necessary investment, complexity of process, or 
established position of existing firms, cannot be eliminated by antitrust pol- 
icy. Here, it would seem that the desirable addition to investment could be 
attained only by public competition or public monopoly Perhaps occa- 
sional threat of one or the other might suffice to accomplish this end, in 
which case the problem would become that of keeping prices down to in- 
cremental costs. For this objective commission regulation should be ade- 
quate in mature industries with slow growth of demand and no great 
potentialities of technological progress. 

V 

In conclusion I wish to emphasize five points 

1. There may often be a conflict between obj'ectives and standards re- 
lated to raising the general level of use of resources and those appropriate 
for treatment of the problems of allocation and use of resources and pre- 
vention of monopoly incomes as this latter set of problems has been tradi- 
tionally conceived. The former objectives and standards may call for larger 
investment in a given area and lower prices, or possibly higher prices, than 
the latter Also, if incomes in a particular area are to be raised without 
impairing both the general employment of resources and an efficient vol- 
ume of output in that area, devices other than minimum price-fixing must 
ordinarily be used. 

2. Several types of control suitable to treat the older set of problems 
would probably be ineffective in raising the general level of use of re- 
sources. 

3. As a basis for any comprehensive changes in public policy in market 
control we need much more knowledge of market structures, policies, and 
results in particular areas and much more study of the probable economic 
effects of alternative kinds of control. Research organizations and individ- 

** See above, end of section II 
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ual students can accomplish much in this field, but I heartily agree with 
Mr. Homan that a permanent government agency for continuous study of 
these matters is imperative. 

4. Realism requires recognition of the danger that a process of gradual 
extension of positive public controls of different sorts, such as commission 
regulation, functional authorities, government competition, and public 
monopoly, to more and more areas may embody poor co-ordination between 
controlled areas and may have an adverse effect on initiative, risk-taking, 
and investment in areas left to unregulated private enterprise Our efforts 
must not yield the worst of two worlds, socialism and capitalism. 

5 Finally, if a policy of extending a variety of controls to many more 
areas is to be successful, the American people must be equal to the task of 
revamping and improving the institutions, processes, and spirit of democ- 
racy in considerable degree 

Evidently the trend is toward extension of control. Unless we are already 
in the unfortunate position of being damned if we do and damned if we 
don’t wisdom seems to counsel an intelligent and courageous endeavor to 
make a successful transition through a process of gradualism buttressed at 
every stage by better understanding of the broad wishes of the people, of 
their political capabilities, and of the probable economic consequences of 
alternative policies 



ROUND TABLE ON PRESERVING COMPETITION VERSUS 
REGULATING MONOPOLY 

Edward S Mason, Chairman 

This round table was devoted to the discussion of papers presented at th( 
morning session on competition and monopoly, in which the following par 
ticipated Jerome Frank, Leon Henderson, Melvin de Chazeau, Milton Katz 
and Saul Nelson Summaries of remarks were prepared by the participants, ex 
cept for the first two speakers 

Jerome Frank, the first speaker, admitted the widespread existence of posi 
tions of monopoly power but considered the antitrust laws by no means a uni 
formly successful method of destroying these positions or of preserving com 
petition Conditions in most mass production industries are such as to make 
antitrust action impotent Nor has there been any considerable public demanc 
for antitrust action visible in the correspondence of the TNEC It is widel] 
recognized at present that there are important and subtle differences between th< 
organization of resources in different industries The belief that these difference 
can all be reduced to a common denominator through the application of th( 
antitrust acts is just an ‘'imaginative bedtime story for tired economists " 

Leon Henderson, the second speaker, attributed to monopolistic restriction^ 
an important part in the continuance of unemployment The supposed evils oi 
excessive competition he did not consider to be particularly terrifying Nor wai 
he worried over the destruction of investment in industry if the country shoulc 
decide that "whether as a way of life or as an economic policy monopoly shoulc 
not exist.” 

Melvin de Chazeau . Mr Edwards rightly limits the scope of the discussior 
to the following universe of discourse ( 1 ) In technical terminology, attainable 
competition is neither "perfect” nor "pure” but must remain monopolistic It ii 
"oligopolistic” situations which are the proper objects of antitrust policy 
(2) Size of individual firms, the heart of the question, does not necessaril) 
bring efficiency Individual expansion in the face of competition is a self-limiting 
process but growth through absorption of existing firms is not If conditions arc 
oligopolistic, of course, the former is not necessarily true and fusion may increase 
efficiency, but the burden of proof is on the company, (3) The antitrust poliq 
has hardly been tried and, therefore, cannot be said to have failed 

In advocating a rejuvenation of antitrust policy, Mr. Edwards recognizes that 
since legislative and judicial trends over the last half century have condoned, il 
not stimulated, oligopolistic situations, a reversal of policy would require reshap 
mg by law a considerable part of the industrial structure of the United States 
Thus, in practice, policy may be limited to restriction of future growth witli 
ultimate adjustment through technological change and shifting markets To the 
extent that oligopolistic policies are contrary to public interest, especially m the 
attainment of full use of resources, therefore, it is not possible for us, the living 
to rely exclusively on the antitrust laws for a solution of the problem even 
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though the necessary scope of public intervention in the long run may be in- 
creasingly limited (i e., to that indeterminate number of industries in which 
ohgopoly is a function of the inherent economic characteristics of production and 
distribution) . 

My further remarks will be confined to the problem of full use of resources as 
it may be obstructed by the price and investment policies of oligopolistic indus- 
tries. The reasons for and the relative desirability of rigid and flexible prices are 
neglected as being beyond the scope of the subject under discussion 

The conflict of private and social interests in price pohcy is best illustrated 
with reference to the concept of demand. Recent industry studies of the short- 
run price elasticity of market demand, on the assumption that other things are 
equal, indicate a relatively low elasticity (in steel, substantially less than unity) . 
This is to be expected and, given the short-run strength of consumption habits, 
obstacles to substitution such as technological conditions involving product de- 
sign, labor skills, and installed equipment, and the joint demand for complemen- 
tary goods, it is likely to be characteristic for most goods, especially for produc- 
ers goods If market conditions are aggressively competitive price-wise and 
there is a tendency to full use of resources, this relative inelasticity is a matter of 
indifference since it is the cross-elasticity of demand (i.e., the price elasticity of 
the individual demand curve, ceterts panbus)^ not the elasticity of market de- 
mand which governs policy for the individual firm But in a state of facts m 
which cross-elasticity thus defined is not a factor in individual price policy (i e , 
the characteristic oligopolistic situation) , there is both economic error and con- 
flict between private and public policy in this interpretation of demand In the 
absence of full use of resources, there is error in the assumption of cetens 
paribus. The criterion of desirable price is not short-run price elasticity of de- 
mand but the impact of price (that is, expenditure) on national income and in- 
vestment and consequently on shifts in the entire demand curve Both conflict 
and error are demonstrated by Mr. Wallace's theoretical conclusion that it is 
primarily in those instances in which market demand is relatively inelastic that a 
price reduction is most likely to promote fuller use of resources Conversely, 
where demand is elastic, a price reduction has possible but dubious merit in pro- 
moting full use. Thus a high price policy in such instances brings upon industry 
the disaster it seeks to avoid — idle capital, unemployment, and business losses 
But to follow any other policy, unless some simultaneity among industries could 
be assured, might well bankrupt the firm, no matter how large, that attempted 
it. This is the paradoxical situation which requires some form of public inter- 
vention if full use of resources is to be attained 

Except in those instances in which inherent economic conditions and existing 
law will pemut such an increase in the number of sellers that cross-elasticity of 
individual demand rather than price elasticity of market demand governs in- 
dividual pricing decisions, the antitrust policy must prove impotent for the solu- 
tion of the problem under discussion. Still retaining the law as a collateral policy, 
therefore, it is necessary for economists and public administrators alike to devise 
a positive program for industries excluded from this category. 

The successful implementation of a socially desirable pricing policy, through 
any one of the alternatives discussed by Mr. Wallace, requires a predetermma- 
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tion of (1) the timing of major price changes, (2) the potentially possible 
amounts of price change, (3) the investment schedule (gross and net) of majoi 
firms, and (4) a monetary and public works (including public utility) program 
integrated with the desirable price policy; that is, simultaneity of action across 
industry and commodity lines is essential. The nature of this project requires 
authority beyond that available to agencies other than the federal government. 
Until such criteria of desirable price policies, as well as such an integrated pro- 
gram, have been devised, criticism of business price policy (based as it must be 
on an atomistic point of view) is negative, ex post facto kibitzing that can hard 
ly be expected to bring fruitful results Since no such criterion or policy has 
been defined, it is not fair to conclude that the co-operation of business has 
failed It has hardly been solicited. 

Rather than to embark on direct control of price or investment through sub 
sidles or guarantee of earnings or indirect control through government competi 
tion, each of which, in addition to the determination of criteria mentioned 
above, involves almost inevitably a thorough regulation (or regimentation) of 
industry (cost, investment, and price) of dubious merit, I urge the desirabilit) 
of a study (collateral with the antitrust policy) of the problem of desirable price 
and investment policies by an independent agency which will seek to modifj 
individual decisions in socially desirable directions Once it has failed, it is time 
enough to consider direct mtervention, government competition, or public 
monopoly 

Milton Katz In the papers presented this morning and in the discussion 
this afternoon, the antitrust laws have been treated primarily as the symbol of an 
economic philosophy and a way of life It may be helpful to consider the anti 
trust laws as an instrument, fashioned for specific purposes out of the legal 
materials which happened to be available in 1890 and in 1914 

The effectiveness of the instrument has been under examination here. Since 
effectiveness must be measured in terms of realization of purpose, it may be 
timely to re-examine the record in order to rediscover the purposes which the 
framers of the laws and the body of public opinion supporting them were seek 
mg to accomplish. The record is an ample one. It can be found in hearings be 
fore committees of Congress, m reports of committees, and in debates in Con 
gress, during the decade of the 1880's and a period of several years preceding 
1914 In examining the record, one must be careful to resist a tendency to read 
into the language of the sponsors of the legislation the more sophisticated con 
cepts of later decades. 

The Sherman Act was aimed at the "trusts " This crude term, it seems to me, 
more accurately reflects the thinking and feeling which lay behind the Sherman 
Act than any other. The American public and their representatives in Congress 
were anxious to curb immense and powerful business interests which, as they 
saw It, stifled opportunity, crushed existing small enterprise, and created a 
vaguely felt political menace They seem to have regarded combination and rail 
road rebates as the principal methods by which the trusts came into being and 
maintained their power. (In this connection, it is illuminating to recall that thi 
Standard Oil Company was cited as a bogey to demonstrate the need for the 



216 


American Economic Association 


Interstate G)mmerce Act, in 1887, as well as for the Sherman Act, in 1890.) 
In the record of the 1880's, one does, of course, find references to local price 
cutting. The thinking of the period, however, seems to have regarded local price 
cutting primarily as a symptom of the destructive power arising from combina- 
tion. By 1902, however, in the report of the United States Industrial Commis- 
sion, one finds increasing concern manifested over “destructive competition,” of 
which local price cutting was conceived to be the principal manifestation In the 
discussion lying back of the Clayton Act and the Federal Trade Commission 
Act, of course, the problem of destructive competition or, to use the phrase 
which was eventually incorporated into the statutes, “unfair methods of com- 
petition,” occupied the foreground 

Generally speaking, then, the antitrust laws were devised in order to meet the 
problems arising out of what we should today call concentration More specifi- 
cally, they were devised to cope with the kind of concentration which grows out 
of combination and unfair methods of competition 

During the current depression, a new purpose has been read into the antitrust 
laws Attention has centered upon the need to promote full use of resources 
There has been much concern about "rigid” prices and their relation to inade- 
quate use of capacity There has developed a widespread tendency to judge the 
effectiveness of the antitrust laws by their capacity to eliminate such obstacles to 
the full use of resources as may arise out of inflexible prices (In some quarters, 
in fact, there even appears to be a disposition to regard the failure of American 
industry to operate at full capacity as proof of the “failure” of the antitrust 
laws ) 

In considering whether the antitrust laws can be made effective, the original 
purposes must be considered separately from the contemporary objectives Ac- 
count must also be taken of the advances in legal and administrative technique 
which have taken place in the half-century since the Sherman Act was adopted, 
and in the quarter<entury since the Clayton Act and the Federal Trade Com- 
mission Act became law The draftsmen of these statutes did, it is true, make 
resourceful use of the legal art of their time The Sherman Act, for example, 
made bold and extensive use of criminal law enforcement by injunction which, 
while not unknown in American law in 1890, was nevertheless comparatively 
novel The legislation of 1914 constituted an important step in the development 
of the administrative commission Since that time, however, administrative law 
in America has advanced steadily toward maturity, and growth in other phases 
of legal technique, while less far-reaching, has been steady 

Given adequate personnnel and money and continuing public support, I see 
little reason to doubt that the antitrust laws, even as they stand, can be effective 
against combination or against local price cutting and similar business methods 
Their eflfectiveness for these original purposes could be increased through the 
employment of the legal and administrative methods available today The ob- 
jectives read into the laws by current thinking and feeling, however, raise 
a problem of a difiFerent order. Since the laws were not made for these ends, 
there is good reason to doubt that, as they stand, they can be significantly help- 
ful toward achieving these ends. It does not follow that modem economic 
analysis and legal technique cannot devise means of coping with these problems 
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consistently with the antitrust laws; le., within the framework of the com- 
petitive business system. The effort has not been made. If opinion in America 
desires that the antitrust laws be re-oriented toward the newer purposes, a 
careful and vigorous effort to remodel them while preserving their inner spirit 
might be more productive than one might guess from a consideration of tiieir 
possibilities in their present form. 

Saul Nelson I should like to interject an issue which seems important, 
whether the preservation of competition is or is not deemed preferable to the 
regulation of monopoly or whether an mdustry-by-industry approach should be 
substituted for traditional antitrust policy. 

Economists, legislators, and enforcement agencies usually think of monopoly 
and restraint of trade in relation to the producer and to wholesale markets. 
While the field of distribution and of retail markets has not been ignored, it 
has been accorded insufficient attention 

There are a number of ways in which the pattern of competition at retail 
is intimately related to issues of monopoly In the first place the successful 
maintenance of monopolistic positions or schemes to restrain trade by manu- 
facturers often is dependent upon the exercise of a substantial degree of con- 
trol over retail markets. For example, price uniformity at the wholesale level 
will not suffice to permit a "share the market" plan to operate smoothly if the 
product of one manufacturer is finding its way to the ultimate market at a 
lower price than that of his rivals. In many industries leading companies have 
been able to restrain their smaller rivals from cutting prices by threatening re- 
taliatory price cuts , if a large mass distributor enters the field and contracts for 
the entire supply of one of these smaller companies, the danger of reprisal is 
eliminated and a smoothly working price-fixing scheme may be suddenly dis- 
rupted The importance of control over resale prices to manufacturers who wish 
to reduce the severity of competition at the wholesale level was forcibly il- 
lustrated by the frequency with which proposed NRA codes contained pro- 
visions permitting such control. Moreover, the trade practice controls of manu- 
facturing codes were often virtually nullified by refusal to restrict distributive 
channels or resale prices. 

Where the product involved is a producers good, it may still be necessary 
to reach into the retail market for the final consumers good into which it 
enters. An excellent example is afforded by the current controversy between 
glass and paper containers for milk The substitution of paper for glass has 
been retarded in many areas by the attitude of large distributors, milk drivers' 
unions, and local regulatory bodies Consequently the control which patent 
licensing restrictions yield over the immediate market for glass milk bottles is 
importantly buttressed by restrictions of the retail milk market which dis- 
courages substitution. 

This ability to discourage substitution by the proper integration of manu- 
facturers' and distributors' control schemes is particularly important, since the 
availability of substitutes is the most effective check upon the monopohst's 
power. The most conspicuous illustration is the building materials industry, 
in which manufacturers and distributors co-operate to discourage the introduc- 
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tion of substitute products; in many areas labor, by adding its strength to the 
chain, prevents materials marketed through channels outside the combination, 
such as the mail order houses, from being installed or used in construction. 

In addition, the pattern of distributive relations often introduces its own ad- 
ditional monopolistic elements, primarily in the direction of freezing distribu- 
tive margins at a high level. If price rigidity is any indication of monopoly. 
It is notorious that rigidities at the retail level often surpass those at the whole- 
sale level for the same commodities This situation existed even in the absence 
of resale price maintenance legislation, but it has of course been fortified by it. 

Price maintenance, which is now law in forty-four states, also impinges on 
this question of substitution Guaranteed high margins make it unprofitable for 
the retailer to switch the consumer from expensive nationally-advertised mer- 
chandise to equivalent private brands, according to the Drug Trade News, 
of September 25, 1939, the Nevins drug chain in Philadelphia recently in- 
structed Its clerks to stop pushing its own brands because markups were higher 
on advertised merchandise The focus of competition among manufacturers 
shows some signs of shifting to the guarantee of increasingly attractive margins 
to dealers, in order to induce them to push their product. 

The so-called 'unfair practices’* acts as interpreted by the courts also have 
their monopolistic implications Theoretically they merely prohibit sales below 
cost plus a small markup ; in practice retail grocery associations in several states 
have seized the opportunity to issue periodic lists of minimum prices proclaiming 
that sales below Aese prices will be considered prima facie evidence of viola- 
tion 

Finally, distribution may hold at least part of the key to the dilemma sug- 
gested by Mr. Wallace. In the case of milk, for example, a reduction in dis- 
tributive margins may permit producers’ income to be increased without a 
corresponding curtailment of consumers’ purchasing power. 

I suggest, therefore, that more attention be devoted to the pattern of com- 
petition in retail markets if it is desired to attack the general problem of 
monopoly effectively. It is encouraging to note that the Department of Justice, 
in its current building trades program, seems fully aware of this need 



ROUND TABLE ON THEORY OF INTERNATIONAL TRADE 
Frank D. Graham, Chatrman 

At this round table papers were read by Gottfried Haberler, on 'The Present 
Status of the Theory of International Trade, and by Wassily W Leontief, on 
’’The Pure Theory of Transfer/' Among others, Charles R. Whittlesey and 
Paul T. Ellsworth participated in the discussion. 

Wassily Leontief prepared the following outline of his paper* 

1. The Problem 

1 A complete analysis of all possible repercussions of one-sided international 
transfer of purchasing power raises a multitude of theoretical questions Many 
of them have nothing else in common with each other but the fact that they all 
have some bearing upon the explanation of the mechanism of economic adjust- 
ments 

A Keynesian economist for example is likely to be most interested in tracing 
the indirect effects of additional capital supply upon the income and employment 
level of the borrowing country. Professor Tinbergen on the other hand would 
probably pay special attention to the time sequence of the various stages of 
ensuing adjustment processes and derive some special kind of cyclical fluctuations. 

In analyzing any particular empirically given instance of international capital 
transfer we obviously would have to take in account all these various aspects of 
the problem. 

2 The century-long discussion of international transfer, although it has 
naturally swayed from one aspect of the controversial issue to another, still seems 
to have been centered around one particular theoretical problem which can be 
referred to as the special theory of international transfer. 

It IS typically a problem in static economic theory and it involves a comparison 
of the trade relationships between two (or more) countries* (a) in conditions 
of completely compensated international exchange in which the value of exports 
of each of the trading communities is exactly balanced by the value of its im- 
ports, (b) in conditions of supplementary one-sided transfer of purchasing 
power, 1 e , in conditions in which the imports of the borrowing country exceeds 
Its exports by a given transferred amount, while the exports of the lending coun- 
try exceed by the same amount the value of its imports. 

11. Controverstal Propositions 

1. One school of thought is inclined to conclude that in consequence of one- 
sided transfer the (net) terms of international exchange will tend to turn in 
favor of the borrowing country , i e., the pnces of its exports will rise in rela- 
tion to the prices of its imports 

2. Another group of theorists admits that the price relationships might be 
affected by international transfer of purchasing power It denies however that 
the exchange ratio between the two groups of commodities is more likely to 
turn in favor of the capital importing country than against it. 
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Instead these writers are inclined to emphasize the proposition that m conse- 
quence of one-sided transfer, the total purchasing power of the borrowing com- 
munity will increase in relation to the total purchasing power of the lending 
country. 

3. The second school of thought has conclusively demonstrated that certain 
types of reaction which by some of the theorists were considered to be impossible 
actually can easily take place. 

Extending the theoretical analysis further in the same direction it can be 
shown that the so-called ’’purchasing power theorists” are themselves mistaken 
in presuming that the capital transfer necessarily leads to a redistribution of 
purchasing power in favor of the borrowmg country On the contrary not only 
can the distribution of the purchasing power between the two communities be 
shifted in the opposite direction, but even the net, expendable real income of the 
lending country might in some special cases increase m direct consequence of the 
capital transfer. 

Ill Methods of Proof 

1. In order to demonstrate that certain effects (which by some other theorist 
were considered to be impossible) can actually take place, it is sufficient to show 
the existence of these effects at least in one particular instance. So long as the 
theoretical assumptions upon which this particular case is constructed are ad- 
missible — even if they are not necessary — such proof obviously will have gen- 
eral validity To disprove the general proposition that all cats are black it would 
suffice to show one single white cat 

2. Thus in his endeavor to disprove some general contention the theorist has 
the right to supplement the basic theoretical setup of the controversial problem by 
any number of additional, special assumptions. 

In the theory of international trade it is very helpful to assume that the actions 
of all the separate consumers and producers of a country can be adequately repre- 
sented by the behavior of one single individual. In the special instance in which 
such community consists of many identically situated producers and consumers, 
any one of them can adequately represent the whole aggregate. Using this very 
limiting, but entirely admissible for our special purpose, assumption it can be 
proven that one-sided capital transfer can (a) change the terms of trade in 
either direction, (b) redistribute the total purchasing power in either direction, 
and (c) increase or decrease the real income of either of the two countries 

3 Commenting on the second proposition it might be interesting to note that 
in their eagerness to disprove the existence of any definite price reaction many 
theorists are inclined to assume that the terms of trade remain during the transfer 
the same as they were before. In this case indeed the total purchasing power of 
the borrowing country will necessarily increase in relation to purchasing power of 
the lending community. This might explain their failure to notice the case in 
which the relative prices of commodities exported by the lending nations rise so 
much that its total purchasing power (excluding the transferred amount) in- 
creases in relation to the purchasing power (including the transferred amount) 
of the borrowing country 

4. The last proposition (c) raises an interesting theoretical question. Our 
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analyses shows that the real income of the lending country will increase in conse- 
quence of a loan transaction only if the slope of the market demand curve for its 
exports (with the signs taken in consideration) happens to be smaller than the 
slope of the corresponding negatively inclined supply curve 

Thus in the standard case of a negatively inclined demand and positively in- 
clined supply curve the possibility of the forementioned reaction is excluded. On 
the other hand such effect appears to be inescapable in those cases in which both 
curves are negatively inclined, but the demand curve has a steeper slope than the 
supply curve According to Marshall the equilibrium situation indicated by the 
crosspoint of such curves is a stable one , which means that it actually can occur. 
Pareto on the contrary maintains that a negatively inclined curve can lead to a 
stable market equilibrium only if it cuts the corresponding demand curve from 
above. 

Thus if the Marshallian stability conditions were accepted, an international 
loan will increase the real income of the lender whenever the market equilibrium 
is established with negatively inclined supply curves. According to Pareto, on the 
other hand, the equilibrium conditions leading to the described effect would be 
essentially unstable. 

IV. The Probability Argument 

1 Once the possibility of all these different types of reactions is theoretically 
established, the discussion very often tends to shift to the question of probability. 
Infrequently the opinion is being expressed, for example, that although theoreti- 
cally the terms trade might turn in either direction it is more probable that they 
will shift in favor of the borrowing country. 

The general nature of this type of probability argument is too intricate and 
uncertain to be discussed at the present occasion In some instances, however, such 
statements appear to be based upon certain theoretical propositions which deserve 
closer examination 

2 One argument is connected with the concept of similarity and dissimilarity 
of the economic structures of the trading nations The term similarity has to be 
used in this connection m the sense of reciprocal symmetry rather than identity 
If cloth occupies in the English economy exactly the same position as wine in the 
Portuguese economy while cloth has exactly the same position in Portugal as wine 
in England then it can be said that England and Portugal have reciprocally similar 
economic structures 

Theoretical analysis shows that introduction of conditions of reciprocal simi- 
larity does not modify in the slightest degree our previous conclusions 

None of the possible direction of various changes can be theoretically excluded 
on the basis of this additional assumption 

3. The actual character of such reactions will in this case be obviously deter- 
mined by the (symmetrically similar) structure of the two national economies. 
Application of any probability criteria becomes in this instance increasingly diffi- 
cult 

In view of the current discussion of this problem it might be interesting to 
point out that* 

(a) In the simple two-commodities case and with assumption of independ- 
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ence of the marginal utilities of the two types of commodities the terms of trade 
will turn in favor of the borrowing country, if the marginal utility of exported 
goods decreases at the equilibrium pomt at a greater rate than the marginal utility 
of the imported goods, and vice versa. Neither the cost conditions nor the dis- 
tribution of the total national expenditures between the two types of commodi- 
ties has any bearing upon this particular conclusion. 

(b) Introduction of purely domestic commodities does not create any presump- 
tion in favor of one particular direction of change even if the export and import 
commodities are assumed to be identical so far as the rates of change of their 
marginal utilities is concerned. 



ROUND TABLE ON COLLECTIVE BARGAINING AND JOB SECURITY 
George W. Taylor, Chairman 

The following papers were presented at this round table: **The Seniority 
Problem in Mass Production Industries,'' by Frederick H. Harbison; "Union 
Policies Relating to Technological Developments,*’ by David Weintraub and 
Harry Ober, and "Union Wage and Hour Policies and Employment,’’ by Waldo 
E Fisher. The abstracts presented below were prepared by the authors. 

Frederick H. Harbison : Labor unions, particularly those that have appeared 
in the mass production industries, have attempted to secure partial control over 
layoff, re-employment, and promotion policies by forcing employers to adhere 
to the seniority principle. Seniority is preference in employment based on length 
of service. In practice, seniority rights are modified by various competency and 
merit factors The straight seniority clauses in labor agreements provide that 
length of service shall govern as long as the employees who are to be retained, 
rehired, or promoted are capable of performing available work according to 
minimum standards of quality and quantity The flexible provisions, on the other 
hand, state that seniority shall govern only when the merit or competency factors 
are relatively equal. 

Even under the best personnel management it is probably impossible to rate 
workers with sufficient accuracy to identify more than 15 per cent of any large 
group as distinctly superior or to identify more than 15 per cent of such a group 
as distinctly inferior. The less the preasion in determining relative competencies 
of workers the more dominant the seniority principle may become In practice, 
therefore, length of service is given major emphasis m determining layoffs and 
promotions even under the flexible type agreements. 

The possible effects of the more widespread use of the seniority principle in 
employment relations in the mass production industries may be outlined briefly 
First, one consequence of basing employment preference on length of service is 
an older working force. Senior employees will have job security at the expense of 
short-service workers who must bear the brunt of unemployment in periods of 
depression. Second, the continued application of the seniority principle may re- 
sult in stagnation and consequent impaired eflSaency of the working force. 
Third, the more competent workers may be discriminated against by any system 
that causes them to wait their turn for advancement on the basis of length of 
service. These arguments, however, are valid only if management has been and 
will be perfectly capable of determining relative competency among workers. To 
the degree that seniority displaces a haphazard and biased method of selecting 
workers for layoff and promotion, however, the efliciency of the working force as a 
whole may be increased rather than decreased. Furthermore, the longer experience, 
greater loyalty, and lower turnover of an older working force may offset the ad- 
vantage of a more vigorous, yet less stable, group of employees Indirectly, more- 
over, the imposition of seniority gives employers an inducement to establish higher 
work standards, to select new employees wi^ greater care, and to tram and main- 
tain a working force with flexible sUlls and experience. 
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The danger of impaired eflScienqr comes not from a general application of the 
seniority principle but rather from the rigid enforcement of seniority in every 
individual case. Optimum efficiency might be maintained if a small minority of 
exceptional employees could be retained or promoted without regard to seniority 
The difficulty lies not in the over-all recognition of the seniority principle, but 
rather in its too strict application in special cases 

Looking at the labor market as a whole a more general application of seniority 
may be beneficial. A seniority system tends to give permanent employment to 
older, long-service workers, and to create a “labor reserve” of more mobile younger 
workers Yet the existence of an older working force puts a premium on hiring 
younger workers when new hiring is necessary. Thus, in general, the demand for 
new workers is focused upon the labor reserve of younger men, a condition which 
may, perhaps, facilitate the adjustment of supply and demand for new labor 

To a union struggling for complete recognition, control over layoff policies is 
important both as an organizing issue and as a protection from discrimination 
against union members In the determination of merit or competency management 
has “Wide discretion over which a union can exert very little control It is natural, 
therefore, that organized labor should attempt to limit management's control by 
forcing adherence to a clear-cut and definite formula based on length of service. 
In large measure the demand for rigid application of seniority is a defensive 
device which is of particular importance to unions whose recognition status is 
insecure. 

Because of the difficulty of applying seniority by plants, departments, or occu- 
pational groups in such a manner as to satisfy the majority of workers, there are 
many indications that too rigid adherence to seniority is as troublesome to some 
union leaders as it is distasteful to management Although attempts have been 
made to combine plant, department, and job seniority, no rigid system can be 
devised which will not discriminate in one way or another against particular 
groups of workmen It is not surprising, therefore, that many unions have favored 
complete work- sharing instead of layoffs by seniority. It is significant, moreover, 
that several union officers have declared that there would be no necessity for rigid 
seniority rules in mass production industries under a preferential or union shop. 

It is quite possible that the restrictions of rigid seniority might be largely 
alleviated through more complete acceptance of unions and joint determination 
of competency by union and management representatives Some employers, who 
have signed labor agreements, are still combating outside labor unions Many 
companies, furthermore, are developing merit or ability rating programs in 
order to implement what they think of as management prerogatives of deter- 
mining competency without interference from union leaders. Both policies, it 
appears, are bound to force the unions to demand more rigid application of 
seniority to limit management’s control over layoffs and promotions When a 
strugghng union is obliged to constantly demonstrate its value by offering job- 
conscious workers greater security, it cannot ask its members to rely on manage- 
ment discretion of relative competencies of employees. If unions are accorded 
some degree of joint control in judgment of competency, the basis for rigid 
seniority may disappear. On the other hand, the experience of the railroads has 
shown that if rigid seniority rules are once accepted by an employer, they tend 
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to become a permanent feature of employment policy accepted by both sides in 
spite of the fact that more co-operative relations between management and the 
union may have developed in the meantime. The great danger of seniority rules, 
which have been developed as a defense measure to meet an organization problem, 
IS that in their application they tend to become more detailed and ali-mclusive, 
for workers learn to look upon seniority rights as vested interests In the end, 
therefore, neither management nor the union has control of employment policies, 
for such policies become dependent on a law or formula rather than on the process 
of collective bargaining 

David Weintraub and Harry Ober. Changes in industrial processes in- 
volve changes in the organization of the labor force. Whether the result of 
mechanical innovations or managerial improvements, such changes may decrease 
or increase the size of the labor force required, or alter its composition, or change 
the conditions under which it works In any case they affect the relationships in 
which the individual worker stands to his job in terms of tenure, skill required, 
work loads, wage rates, and other conditions of work 

In the course of our modem industrial development attention to the problems 
created by technological changes was first attracted as a result of the direct dis- 
placement of skilled workers by machines. Mechanization of manual skilled 
occupations has, however, in most instances been only the forerunner of a whole 
series of minor technological innovations as, for example, improvements in de- 
signs and speeds of machines, a higher degree of automatization, and minor, day- 
to-day improvements in operations In a less dramatic form, these changes con- 
tinued to do away with some operations, to make others automatic, to combine 
groups of operations, and to separate skilled and unskilled manipulations so that 
the latter could be transferred to new and specialized occupations. The cumulative 
effects of such minor improvements have, over a period of time, frequently out- 
weighed the more revolutionary changes in their direct impact on skills and occu- 
pational requirements Moreover, with the extension of mass-production methods 
to an ever wider portion of industry and the trend toward mechanization and 
automatization of handling and conveying operations, the security of the un- 
skilled, too, has been becoming more precarious. Although, in general, changes in 
which the production process is completely converted from manual operations to 
machine methods are becoming less and less frequent, opportunities for further 
technological improvements have become more extensive rather than restricted, 
and the modification of skills and occupational requirements has been taking place 
in a broader field. 

The impact of technological changes on the volume and character of labor 
required is, however, not always direct and immediate. For example, industrial 
relocation following from technological change sometimes takes the form of 
new, highly efficient plants in new communities, and the creation of an excess 
capacity, which, through competitive pressure in the market as a whole, produces 
unemployment and shutdowns in the old communities 

Trade unions are increasingly recognizing that modern industrial conditions 
do not permit the separation of problems concerning displacement by techno- 
logical changes from the problems of wage rates, work loads, speed of operation, 
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job tenure, and all other conditions of work, and that these questions, in turn, 
cannot be dealt with effectively on the basis of individual plants or operations but 
must be approached in terms of the general economic context of each industry. 
Depending, therefore, upon the nature of the bargain that trade unions have 
be^ able to make m specific instances, their policies toward technological changes 
have varied all the way from opposition to changes to acceptance and co-operation 
with management in their introduction 

Once labor standards have been established, trade unions not only try to main- 
tain and improve them but of necessity must guard against any influence which 
tends to obscure them, since such influences facilitate the deterioration of stand- 
ards and their eventual collapse Technological changes have constituted such an 
influence, especially the unspectacular and seemingly unimportant modifications of 
tasks which, cumulatively, can have considerable effects on work loads, earnings, 
and other conditions of work. In order to meet these changing conditions, a 
number of specific union policies have grown up, eg, those dealing with union 
jurisdiction over and placing of personnel in new or changed occupations, rates 
of pay in new occupations or on modified operations, work loads, transfer of 
workers affected to other jobs, retraining, regulation of the rate of introduction of 
technological changes, modification of hiring policies, selection of individuals 
whose work status is to be changed, and dismissal compensation 

These union measures are indicative of at least two things: first, a general 
tendency to develop, without opposing change as a policy, an ever wider range 
of measures that provide a basis for negotiations, and, second, an increasing 
application of general trade union policies to problems that arise from tech- 
nological changes, as the relationship of such changes to the general question 
of job and income security gams recognition. 

The adoption of measures for counteracting the insecurity incident to techno- 
logical changes usually involves either a direct expense or a deferment of the 
realization of economies made possible by changes in techniques of production 
Trade unions have generally recognized this, but they have argued that because 
technological changes afford economies to the employers who introduce them, 
the workers employed in the industries affected by such changes should share in 
the benefits derived from such economies. 

The effects of technological changes are usually not confined to individual 
plants, and the success with which organized workers have been able to maintain 
and improve their working conditions has depended to a large extent on whether 
or not Aey have been able to establish and maintain fairly uniform labor standards 
over the entire area of the '’competitive market.” By the introduction and main- 
tenance of approximately uniform labor standards on an industry-wide basis, or on 
the basis of that segment of an industry which operates in the same competitive 
market, collective bargaining performs a dual function: it makes possible the 
adoption of measures designed to counteract the insecurities which result from 
teadinological changes and, by removing labor standards from the field of com- 
petition, it aids in the stabilization of operations in industry. The need for the 
performance of the first function has been more and more frequently recognized 
by private and public mediation and arbitration agencies in the reasoning under- 
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lying specific awards. The second function, too, has been increasingly appreciated 
as industry after industry has found labor's co-operation in the removal of differ- 
ences in conditions of employment from the sphere of competition to be an aid 
to industrial stabilization 

Waldo E Fisher There is no one wage and hour policy to which all unions 
subscribe. As a rule unions like most employers sell their product at the best 
price and under the best conditions that they can obtain What price unions can 
command depends upon many factors, important among which are the profitable- 
ness of the industry, the bargaining power of the union, the degree of competition 
and overdevelopment, and general business conditions. 

That wage and hour levels and policies differ widely is shown by the following 
figures In 71 of the manufacturing industries reporting to the Bureau of Labor 
Statistics increases in hourly earnings ranged from 20 per cent (in book and 
job printing and publishing) to 105 per cent (in sawmills) between May, 1933, 
and May, 1939 About 48 per cent of these 71 industries showed increases of 
50 per cent or more. 

In the same period average actual hours of work per week also show wide 
variations About 38 per cent of the 71 industries show increases in hours per 
week, but nearly all of these are durable goods industries whose output in 1933 
was probably more restricted m the depression than was the output of non- 
durable goods industries. In the remaimng 62 per cent of the industries the 
reduction in weekly hours ranged from 1 to 33 per cent. Of these 44 industries, 
22 showed reductions of less than 10 per cent, 15 between 10 and 20 per cent, 
and 6 between 20 and 30 per cent. 

Between May, 1933, and May, 1939, average hourly earnings for 87 manu- 
facturing industries reporting to the Bureau of Labor Statistics showed an 
average increase of about 53 per cent, and weekly hours of work showed an 
average reduction of about 7 per cent. G)mparable figures for 1929 are not 
available. Data published by the National Industrial Conference Board for 25 
manufacturing industries, however, show that between May, 1929, and May, 
1939, hourly earnings increased by about 22 per cent and weekly hours decreased 
about 25 per cent 

What may happen when hours of work are sharply curtailed and the rates of 
pay are substantially increased is disclosed by a recent study of developments 
in the bituminous coal industry ^ In April, 1934, daily hours in this industry 
were reduced from 8 to 7 and weekly hours from 40 to 35. At the same tune 
wages were increased by about 22 per cent. The immediate effects (within a 
period of nine to twelve months) were as follows* 

1. Increases in all major cost items, but especially in labor costs (18 5 per 
cent), selling expenses (19.6 per cent), supplies (12.6 per cent), and total 
reported costs (14 5 per cent). 

2. Increases in average sales income per ton (18 3 per cent) that were greater 

^ Paper on "Union Wage and Hour Policies and Employment," to be published in the 
June issue of the Amertcan Economic Review, 

* See Waldo E Fisher, Economic Consequences of the Seven-Hour Day and Wages 
Changes in the Bituminous Coal Industry (University of Pennsylvania Press, 1939). 
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than those required to absorb the additions to the total cost (14.3 per cent) 

3. Increases in operators* margins that placed all but three of the reporting 
fields east of the Mississippi River in a better financial position. The average 
margin rose from about 4 cents a ton to about 11 cents, an increase of 7 
cents a ton. 

4. A material reduction in output per man per day, a reduction of about 10 
per cent below the 1934 productivity. 

5. A substantial increase (about 8 per cent) in man-days worked per million 
tons of coal mined. 

6. A substantial increase (about 15 per cent) in the per capita income of 
full-time wage earners per 200-days worked. 

7. A very material increase (about 35 per cent) in the total wage bill per 
million tons mined. 

The economic consequences of the 1934 agreement (plus later wage increases) 
over a period of three years, 1935 to 1937 inclusive, may be summarized as 
follows: 

1. A sharp increase in the introduction of mechanical loading devices The 
proportion of deep mined coal that was loaded mechanically increased from 
about 12 per cent in 1933 to about 20 per cent m 1937, an increase of 
about 64 per cent. It is impossible, however, to say just how much of this 
increase was due exclusively to the wage and hour changes. 

2. A steady increase in the output per man per day, from 4 30 tons in the 
twelve months after March, 1934, to 4 69 tons in the year 1937. 

3. A loss in most of the gains in employment as measured by man-days per 
million tons produced Although this indicator rose 8 per cent in 1934, it 
subsequently declined until in 1937 it was only about 1% per cent above 
1933. 

4. Further material increases in both per capita income of full-time wage 
earners per 200-days worked (in 1937 about 36 per cent above 1933) and 
in the total wage bill per million tons ot coal produced (in 1937 about 
46 per cent above 1933). 

A comparison of developments in this industry between February-March, 1937, 
and February-March, 1929, disclosed that although production during these 
months in 1937 was about 7 per cent above the production in comparable 
months m 1929 and hourly earnings of all wage earners were about 20 per 
cent higher, money pay rolls were still 11 per cent below and real pay rolls 
only 5.5 per cent higher. 

It is disturbing to discover that despite a reduction in standard daily hours 
from 8 to 7 and weekly hours from 48 to 35, the number of wage earners 
employed by the bituminous coal industry was still 1.2 per cent below correspond- 
ing months in 1929. Thus a 20 per cent increase in hourly earnings was accom- 
panied by a loss of 11 per cent in money pay rolls, but, because cost of living 
did not rise proportionately, a 5.5 per cent increase in real pay rolls. Moreover, 
a 16 per cent decrease in weekly hours of work failed to maintain a level of 

*It should be noted that the increase in sales income was made possible by the power 
granted to the NRA G)de Authority to regulate prices under the supervision of the federal 
government. 
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employment equal to that in 1929 when production was about 7 per cent below 
Its 1937 level. 

What does a comparison of employment and pay roll data for 25 manufac- 
turing industries show^ Between October, 1929, and October, 1939 (when 
production was 2 per cent greater), hourly earnings increased about 22 per cent, 
nominal pay rolls declined about 10 per cent, while real pay rolls increased by 
about 8 5 per cent. Hours per week declined about 21 per cent and the number 
of wage earners on manufacturing pay rolls dechned about 4 per cent. 

We see, then, notwithstanding very substantial increases in hourly earnings, 
that the average nominal pay rolls in 87 manufacturing industries as well as 
bituminous coal are still below while real pay rolls are from 6 to 8 per cent 
higher than their respective levels in 1929. Moreover, despite substantial reduc- 
tions in weekly hours, the number of wage earners at work in these industries 
IS slightly less than the number employed m 1929. Do these represent the 
accomplishments of almost seven years of feverish activity on the part of 
organized labor and the federal government to increase purchasing power by 
raising the price of labor and to increase employment by shortening the hours 
of work.^ This limited analysis does not give a completely satisfying appraisal 
of union wage and hour policies but it does suggest that overemphasis on shorter 
hours and higher wage rates may not be the way to raise the standards of living 
of wage earners in American industries. 

Those responsible for wage and hour levels may well give serious thought 
to two sets of data recently published in the Economist (London) : Between 1929 
and 1938 the hourly earnings of American workers (National Industrial Con- 
ference Board data) increased 23 per cent but pay rolls fell by 18 5 per cent 
(presumably the figures for manufacturing industries) During the same period 
wage rates in Great Britain rose less than a third of the American increase, but 
British pay rolls increased by 20 per cent and that m the country with the more 
‘‘mature” economy. While a cause and effect relationship has not been established 
with respect to the developments shown by these two sets of figures, the data are 
sufficiently disturbing to warrant a careful scrutiny of recent wage and hour 
policies. 



ROUND TABLE ON BANKING REFORM THROUGH 
SUPERVISORY STANDARDS 

Leonard L. Watkins, Chairman 

In this round table two papers were presented Homer Jones, '*A General 
Appraisal of Present Rules and Procedures, 1929-39’*; Roland I, Robinson, 
"Appropriate Objectives and Functions of Supervisory Standards." In the formal 
discussion of the papers, Cyril Upham emphasized loan standards, Robert G. 
Rodkey commented on investment regulations, Laurence R. Lunden emphasized 
the state banking viewpoint, and Lawrence H Seltzer commented on investments 
with respect to United States bonds. Others participated from the floor The 
following summaries were prepared by the participants* 

Homer Jones There are no codified uniform statements of the rules and 
procedures of bank supervision Their appraisal depends upon learning some- 
thing of these rules from their very limited legal basis, from the traditions of 
the supervisory agencies, and from observation of supervisory operations over 
a period of time. 

The rules of most interest for our present purposes are; 

1 The requirement for recapitalization, reorganization, or closing of any 
bank whose assets are found to have a value less than the amount of the liabilities 
(one definition of insolvency), or less than the amount of the liabilities plus 
the par capital (capital impairment) . The outline of this rule has been in the 
National Banking Act since 1873. 

2 The requirement for banks to acquire and hold relatively riskless assets. 

3 Liquidity requirements (other than reserve requirements) . 

4 The requirement for a "reasonable" capital ratio 

5. The control over the number of operating banks 

Whatever may be the virtue of these various rules, it was desirable that during 
the 1930-33 period their application be held in abeyance As the industrial 
depression developed, both rural and urban banks were victims, not primarily 
of their own mistakes, but rather of the general deterioration in economic activity. 
Banks as a group previously were in a hazardous condition only in the sense that 
the banks of any fractional reserve system must inevitably be vulnerable Once 
caught in the spiral of deflation individual banks and bankers could do nothing 
either to limit the deflation or to save themselves Anything which they did do to 
improve their position only intensified the deflation and ruined other banks 
During such a period no bank should be permitted to close except when abso- 
lutely necessary to prevent gross self-dealing by the bank management. During 
depression periods, demand deposit banks should be supplied without limit with 
whatever cash is needed to meet the demands of their depositors As a general 
rule, any supervisory pressure during depression for increase of bank capital, 
disposal of risky assets, or increase of the proportion of liquid or shiftable assets 
IS undesirable 

The supervisors did not formally set aside these rules during the 1930-33 
period and indeed enforced them to a considerable degree, thereby contributing 
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substantially to the intensity of the depression and to the banking collapse. 
Although they never renounced the major rules, the supervisors did relax some 
of the subsidiary procedures Most notably, market price was largely abandoned 
as the criterion for bond valuation beginning in 1931 In the absence of rec- 
ognizing the desirability of abandoning the procedures for which valuations are 
made, this was a desirable step. Government responsibility for the closing of 
banks in the 1930-33 period stems from two factors: failure to supply adequate 
cash to the banks and continued apphcation of the traditional rules of supervi- 
sion The relative responsibility of these two factors cannot be assessed 

After the banking holiday, recovery was impeded by forcing some of the banks 
to remain closed, by reorganization, by recapitalization, and by readoption of 
market price as a criterion of value Through purchases of bank stock by the 
Reconstruction Finance Corporation the government limited risk to one of its 
instrumentalities, the Federal Deposit Insurance Corporation, by increasing risk 
to another instrumentality, the Reconstruction Finance Corporation. The logic 
which supports minimum requirements for private bank capital does not support 
government subscription to the capital of banks 

Two aspects of bank supervision have been of chief interest since the reor- 
ganization period after the holiday Allegations have been made that the influence 
of bank supervisors has helped to retard the extension of bank credit and conse- 
quently the recovery process The allegations have no doubt been correct, but 
the degree of importance of this factor is difiicult to measure These criticisms 
of bank supervision have resulted in agreements by supervisory officials not to 
inhibit banks from making loans simply because the date of repayment is 
indeterminate or distant The controversy was also probably responsible for the 
regulation permitting banks to invest in nonmarketable securities with the pro- 
vision that they must be on an amortization basis. 

Similar pressures led to provisions for government loans to business by the 
Federal reserve banks and the Reconstruction Finance Corporation. There appar- 
ently has been a general presumption that these direct loans to business could 
be of a different type or of a lower quality than the supervisors would permit 
to be made by the commercial banks If this is the case the validity of such 
government policy is subject to question. With deposit insurance operating in 
the manner which has characterized it during the past six years and which will 
probably characterize it in the future,' the chief purpose of government super- 
vision and examination of banks seems to be to prevent undue risk from falling 
upon the government and its agencies. But if this is true, why should super- 
visors prevent banks from making loans of a high degree of risk merely because 
a residuum of that risk would fall upon the government, while other federal 
agencies stand ready to make directly loans involving such a high degree of 
risk^ In the absence of any conclusive evidence to the contrary there is a pre- 
sumption that the minimum government standards for bank loans and the 
minimum standards for direct government loans should be identical. 

^ For a brief argument that the depositors in insured banks "have what is, in effect, 100 
per cent insurance at the present time," see Economic Journal, Vol 48, December, 1938, 
p 700 See also the 1938 Annual Report of the Federal Deposit Insurance Corporation, 

pp 11, 12 
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In 1938 the supervisors agreed to value high-grade bonds held by banks at 
cost less premium amortization rather than at market price. Whether this rule 
will endure is problematical, since it is endangered by the propensity of super- 
visors to use market value as a special case for banks they consider weak and to 
adopt market price for all bonds in all banks when the market has surged upward 
Bank supervision can desirably play but a minor role in the field of social 
control of business. Bank examination and supervision are necessitated by the 
nature of the banking structure of the country, but they do not appear to be 
either useful or necessary for monetary or investment control unless incidental 
to some broader radical program of a type not currently the accepted program of 
the country. The lending powers acquired by the Federal reserve system since 
the 1930-33 period should enable that organization to operate in any future crisis 
along lines here indicated The bank supervisory agencies in the future should 
desist from certain practices in times of depression, endeavoring rather to 
require banks to confine their loans and investments in times of prosperity to 
those involving no more than a reasonable degree of risk, and to increase bank 
capital sufliciently during such periods to withstand any probable losses 

Roland I. Robinson* Bank examiners apparently can influence the quahty 
of bank loans and investments and the practices in acquiring, handling, and col- 
lecting such assets They apparently can also influence the extent to which banks 
keep liquid. In other words, examiners’ influence is not confined to the quality 
and character of bank earning assets — it also extends to the total quantity of 
credit outstanding. Since most instruments of credit policy work through the 
quantity of credit outstanding, supervision is in some measure related to credit 
policy. 

According to some views supervision may accomplish most of the objectives 
of credit policy The traditional commercial loan theory is that bank assets 
should consist of loans based on productive or distributive transactions. According 
to this theory commeicial loans have an inherently short-term and self-liquidating 
character which makes them an appropriate backing for demand deposits In 
addition, the volume of loans created for commercial purposes cannot create a 
body of deposit credit in excess of the requirements of production and distribu- 
tion. In other words, these loans are not only self-liquidating, they are self- 
limiting. The supervisory limitation of bank assets to self-liquidating loans, 
therefore, would accomplish most of the objectives of credit policy. The only 
exception is that credit policy, according to this theory, should not let reserve 
influences such as gold movements hamper proper "commercial” loan extension. 
This theory, however, is based on incomplete logic and in practice is faulty. While 
plausible in so far as the individual loan or the individual bank is concerned. 
It fails to recognize that liquidation of any substantial part of bank loans would 
be almost impossible and if banks generally attempted to liquidate their assets 
disastrous results would follow. Furthermore, loans that are expected to be self- 
liquidating are not always without risk. The commercial character of a loan 
does not eliminate risk. It reduces somewhat the chances of miscalculation because 
of the relative shortness of the time between the granting of the loan and its 
maturity date, and because some productive operation is supposed to be set 
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in motion by the loan, which, if prices and markets remain relatively stable, will 
result in the accumulation of the funds needed to repay it. 

In addition, the self -limiting feature of these loans, while having a very 
attractive automatic quality, offers no security that both money supply and liquidity 
requirements will be met satisfactorily but not excessively. Loans based on pro- 
ductive or distributive transactions are self-limiting for given price levels If 
for any reason, however, the prices of commodities which are produced and 
distributed to a large extent by bank credit assume a new alignment in the price 
structure, the amount of bank credit which may be generated may bear a new 
relation to money and liquidity requirements. By the same token this self-limiting 
feature is no guarantee that bank credit can restrict some particular price move- 
ment since such a movement, once started, can feed upon the credit it itself 
generates 

Rejection of the commercial loan theory, however, does not deny that super- 
vision may have an important bearing on the way in which credit instruments 
work Supervisory and credit policy certainly may obstruct the fulfillment of each 
others’ aims. Examiners can urge an increase of liquidity on banks generally but 
only some of them can achieve it Individual banks cannot directly increase bank 
reserves except as the reserve authorities are willing to permit them to do so 
On the other hand, an easy money policy of the credit agencies may have 
negligible effect if the supervisory agencies successfully encourage banks to hold 
the additional reserves they receive uninvested The two kinds of policies framed 
in conflict may neutralize one another 

Supervisory and credit policy are related in still other ways The examination, 
bank by bank, of credit standards and practices may fail to disclose the existence 
of an unstable debt structure For example, individual banks may follow unim- 
peachable practices and standards m making real estate loans, allowing only a 
conservative loan in relation to appraised value and following all of the 
recommended practices in connection with such loans. This, however, will not 
necessarily guard against the aggregation of a volume of real estate debt which 
at a later time may overburden and disorder the price market for real estate 

Some kinds of credit extensions involve very little hazard of loss for individual 
banks but in the aggregate these credit extensions may be unwise, even dangerous. 
Security loans sometimes fall within this category. Although these loans have 
involved no unusual credit risks for the banks that have made them, they appear 
to have stimulated security speculation in some periods. Although the objection 
to security speculation on credit may not be validly advanced on the grounds 
that It “absorbs" bank credit (this contention has been debated very fully in 
recent economic literature and in general denied) , there are other objections which 
may be raised against security speculation. One of the most important is that 
it almost always runs to excesses — ^goes further than real economic changes 
justify — and that its excesses produce excessively optimistic or pessimistic waves 
of business sentiment. Business policy may be moved too much by the levels of 
stock prices. Regulation, such as that of the Board of Governors over security 
loans, offers some hope of bringing the movements of stock prices stimulated by 
credit within reasonable limits. 

Commodity speculation also seems to have some undesirable characteristics 
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which might be reduced by regulation of the credit supply upon which the specu- 
lation depends. 

Banking supervision has the precise and local character which would make it 
appropriate for the dampening of speculative developments if they fed on bank 
credit. It could be aimed at the precise point in the economy in which there 
is such a development. Credit policy usually operates through instruments so 
broad that they affect all segments of the business community without distinction 
Speculation, which can develop very locally in one place or in one market might 
be rather unaffected by the broad application of the traditional instruments of 
credit policy while the rest of the economy was suffering a quite senseless 
restriction. 

It would seem, however, that although supervision might be used appropriately 
in a very select and specific way to accomplish some of the objectives ordinarily 
identified with credit policy, it does not displace such policy When an inflationary 
development in the whole economy becomes evident, when prices generally are 
rising and inventories increasing, supervision would be a slow and uncertain 
instrument of restriction compared to the instruments of credit policy such as 
reducing available bank reserves or increasing their cost. Supervision does not 
appear to be appropriate for such circumstances. When expansion needs to be 
encouraged, supervision might help but the whole process cannot proceed without 
additional reserves. 

Cyril B Upham: I am in accord with Mr Robinson when he says that "there 
is more than a doubt as to the ability of any credit or supervisory agency to 
formulate plans comprehending the whole economy" ; and I am in accord with 
Mr Jones when he says that "bank supervision can desirably play but a minor 
role in the field of social control of business."* 

Mr. Robinson seems to have a higher degree of respect for solvency than 
Mr. Jones has. He states that it is a "matter of public concern," and again that 
there is "no dispute about the propriety of solvency and liquidity as objectives 
of supervisory policies." I infer that Mr. Jones thinks it is of little importance 
whether a bank is solvent or not. Each gives a sort of grudging endorsement to 
examination and supervision of banks Mr. Jones says that they are "necessitated 
by the nature of the banking structure of the country," while Mr. Robinson 
says that "public regulation of banking .... is an accepted part of our system " 

Mr. Robinson tells us that to establish a supervisory standard for the regula- 
tion of bank assets is simply to answer the question: "What is an appropriate 
bank asset He dismisses self-liquidity as an appropriate standard because, he 
says, "traditional commercial banking" can never be revived and because the 
general liquidation of bank loans would be a national calamity. I have two 
comments as to that One is to the effect that because bank assets cannot consist 
wholly of loans based on productive or distributive transactions, it does not 
follow that those assets which are of that character should not be sound and 
self-liquidating. The other is that national calamity has also resulted from the 
failure of bariks to adhere to the principle of self -liquidation as closely as they 
should. 

* These and other quotations are from the main papers under discussion 
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Supervisory standards are not something which the supervisors have spun out 
of pure theory of what they regard as good for banks, but are merely the com- 
mon law codification of the standards which good banks have recogmzed and 
imposed upon themselves down through the years. 

I wonder what poor banker convinced Mr. Robinson that "banking losses have 
not been so much the fault of management as of economic instability," and Mr. 
Jones that "banks are not primarily the victims of their own mistakes but of 
general deterioration in economic activity." Those are the perennial excuses of 
the banker who has been a failure at bank management Good bankers know 
that there is such a thing as economic instability and prepare for it. They know, 
as Mr. Robinson seems also to recognize, that there is no automatic safety 
"except in a stable economy with adequate productiveness " Until we have 
achieved that stable economy, good bankers and good supervisors will continue 
to require safeguards against insolvency, against illiquidity, and against un- 
soundness. They will continue to keep in mind what Mr. Robinson and Mr. 
Jones seem to esteem of no account — that there are depositors who sometimes 
demand their money High standards of banking do not create crisis. 

Do not blame bank examiners for the condition of the banks or the absence 
of present-day protections for depositors. Bank examiners do not buy the bonds 
and do not make the loans They are only m the banks a few days each year. 
There is no excuse for bank examiners or supervisors taking over the manage- 
ment of the banks But they can, and I hope and believe do, help bankers to 
run better institutions than would otherwise be the case. 

I am alarmed to hear Mr. Jones say that the chief purpose of government 
supervision, now that we have the FDIC, is to prevent undue risk from falling 
on the government and its agencies, and again that the primary function of 
government supervision is to keep within reasonable bounds the risk borne by 
the federal government. If the existence of the FDIC is to be an excuse and an 
encouragement for unsound and illiquid bank assets and less careful bank man- 
agement, as many of the state insurance systems were, it will be a sorry day for 
all of us There are some large banks with a very small percentage of deposits 
insured Should they not be supervised ^ And where does Mr Jones' theory leave 
us so far as bank examination and supervision by state officials is concerned? 
Can the state departments be justified at all if protection of the federal govern- 
ment is their only function? No, the strength of the FDIC has been its record 
of insistence upon the maintenance of sound banking principles The Chairman, 
Mr. Crowley, has been outstanding in his support of high standards of bank 
management. Sound banks are not only a protection to depositors but are a 
source of profit to stockholders. And they contribute to general economic wel- 
fare 

Banks should be solvent and have adequate capital protection for depositors. 
Their assets should be sound and reasonably liquid Liquidity may be provided 
by the central banking system or a government agency, but the wise banker will 
provide it for himself. And sound, reasonably liquid banks, with good loans and 
high-grade securities, capable of withstanding depression and loss, contribute 
their full share to the general welfare and the promotion of economic stability 
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Robert G Rodkey: Pessimism as to the prospects for banking reform 
through supervisory standards has been expressed here today. I share that 
pessimism with respect to national credit control. But reform of a different kind — 
increased soundness of individual banks — ^might be achieved through a change 
of emphasis on the part of supervisory agencies. 

The traditional emphasis in bank examinations has been on technical routine 
matters with only incidental attention to general policies Sound general policies 
are usually accompanied by sound assets, and general policies can be sound only 
if the internal routine arrangements of the bank are such that there is readily 
and automatically available information essential for the determination of sound 
policies and the presence of only sound assets. 

For instance, it is common knowledge among metropolitan bankers that the 
typical country bank fails to maintain adequate credit files. Hard-boiled insistence 
that proper credit files be regularly maintained is the best cure for unsound 
loans. 

Banks have failed to keep pace m their internal arrangement with the changed 
character of their business They are still set up to make loans, not to buy bonds 
Nobody knows whether bonds will continue to comprise as large a portion of 
earning assets as they do today, but there seems good reason for believing that 
the present situation is not merely temporary. Yet in large numbers of small 
banks bond files are entirely lacking. This means that far too many banks buy 
corporate and municipal issues without careful analysis of their intrinsic merits. 
If the supervisory authorities were to insist upon the building up of adequate 
bond files hundreds of small banks would find it necessary to add to their 
personnel competent bond analysts and their bond lists might be expected to 
improve materially over a period of years. 

The utilization of bond profits is one matter of general policy upon which 
supervisory authorities have agreed upon a standard ruling, which reads as 
follows. ‘'Until losses have been written off and adequate reserves established 
the use of profits from the sale of securities for any other purpose will not be 
approved.*’ 

Passing over difficulties inherent in defining the term adequate this ruling 
docs not prevent the transfer of such profits to the undivided profits account. 
But once in this account they become mingled with operating profits and in 
later years cannot be distinguished therefrom. This leaves open the possibility 
of payment of dividends out of bond profits of precedmg years 

Neither does this ruling prevent the transfer of such profits to a reserve for 
the retirement of preferred stock, and the eventual retirement of preferred stock 
out of bond profits of the past Many banks whose capital-deposit ratios are not 
unsatisfactory have done this, and are thus less able to withstand heavy bond 
losses in the future. It is suggested, therefore, that the following rule be substi- 
tuted: All profits from the sale of securities shall be transferred to a bond re- 
serve account, which reserve shall be used exclusively as an account against which 
realized losses on securities may be charged. 

Nobody can know whether in the future we shall have a drastic decline in the 
general level of bond prices. The setting aside and retention m available form 
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of all realized bond profits is only one avenue of defense, but it is an avenue 
which supervisors should insist be followed. 

Laurence R Lunden; Nullification of credit policy may arise from the 
differences in the objectives sought by those who formulate credit policies and 
those who supervise and examine banks. The present system of conflicting 
jurisdictions actually encourages this. As an example, we may assume that authori- 
ties in Washington may decide on an easy money policy designed to encourage 
the extension of credit. This may be the spearhead of an attack on depression 
influences. State bank supervisors, however, are, in the nature of the case, less 
concerned with the broader aspects of credit policy than they are with keeping 
banks under their supervision in a sound and liquid position. The desire of 
state bank supervisors to do this is understandable, and their failure to go 
along with an expansionist program may not necessarily justify the criticism 
that their individual policies are lU-conceived Thus, it may be argued that con- 
flicting jurisdictions with dissimilar purposes frequently operate to nullify a 
credit policy. 

One means of eliminating the abortive influence of supervision on credit 
policy IS to bring about a greater degree of consonance between credit policy 
and other major national policies. It is conceivable that a state bank supervisor 
may be forced to take steps which may prove deflationary against his own will 
but which are nevertheless made necessary by national policies that are not 
compatible with the prevailing credit policy For example, the prevailing credit 
policy IS to induce private investment through the maintenance of easy money 
conditions It must be admitted that from strictly a monetary point of view all 
of the ingredients for successfully promoting private investment are present. 
Bankers, representative of one important section of the supply of funds, are so 
frightened by the implications of certain federal policies, particularly the ones 
with respect to wages and taxes, that they refrain from making investments. If 
the administration’s policy with respect to wages and taxes were designed to 
implement credit policy, expansion would undoubtedly be easier to achieve. 

A typical state bank supervisor is confronted with the dilemma of subscribing 
wholeheartedly to credit policies formulated in Washington and governing his 
supervisory policies accordingly or of relegating credit policy to a position 
secondary to considerations of soundness and liquidity. The dilemma can be 
resolved into a single course of action only if credit pohcy is made consonant 
with other major national policies or vice versa A further problem presents 
Itself even when this is done. For a credit policy to be completely effective, its 
scope must be so great that it embraces a broad program of national economic 
planning. Whether this constitutes a major objection to attempting a fully im- 
plemented credit policy depends upon the political and economic philosophy 
of the individual. 

Still another requisite for making a credit policy fully effective is to eliminate 
conflicting supervisory jurisdictions. This would involve some radical changes in 
the present banking structure. Whether proponents of making credit policy 
effective and implementing such pohcy through supervision are prepared to go 
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to these lengths to achieve their goal remains to be seen, but it is hoped that the 
e£Fort will not be made without considering the costs which such an experimeni 
might ultimately entail. 

It is conceded that the mere failure to embrace such radical changes as sug 
gested above might not necessarily condemn efforts toward achieving more effec 
tive credit control. It can be argued that effective credit control might even be 
achieved by permitting the dual banking system to remain. However, effective 
control would hardly be possible unless membership in the Federal reserve system 
were made mandatory or that supervision by the Federal Deposit Insurance Cor- 
poration were made the means of implementing credit policy. The second 
course seems to be somewhat inconsistent, since the aims of the FDIC can 
conceivably be at variance with the objectives of credit control Some changes are, 
therefore, necessary even if the dual system of banking is permitted to continue. 

Implicit in Mr. Robinson's paper is the belief that one important function 
of credit policy is to determine into what channels investment funds might flow 
without having adverse effects on general welfare. It is obvious that the formula- 
tion of credit policy and the determination of the direction of the flow of 
investment funds should emanate from the same source At the present time, 
however, these two functions seem to be dissociated, at least in one important 
instance The economic implications of this should be examined. Reference is 
made to the power which has been given to private rating agencies of influencing 
the direction of the flow of that part of investment funds controlled by com- 
mercial banks. 

All supervisory agencies subscribe to a uniform system of investment appraisal 
The determining factor m so far as the eligibility of a specific issue for bank in- 
vestment is concerned is the alphabetical or numerical label assigned to it by the 
rating agencies Thus, if private rating agencies agree that the investment outlook 
for a certain class of securities is unfavorable, they can, by lowering ratings be 
low the minimum level now permitted, effect a virtual economic boycott on such 
a field of investments Within a comparatively short period of time rating agen- 
cies have reduced ratings on railroad bonds to a point where it is difficult to find 
a railroad obligation that is eligible for bank investment. This has had the 
practical effect of removing banks as a possible source of investment for one of 
the largest industries in the country On the other hand, rating agencies are 
apparently favorably disposed toward bonds of public utility companies with 
the result that one has to search rather diligently to make up a list of as many as 
a dozen issues of operating companies that are ineligible for bank investment 
Inevitably, funds will flow into the public utility field with greater facility than 
would be the case without this institutional factor. 

For purposes of this discussion, it is not important whether rating agencies 
have been, or will be, correct in their appraisal of the credit trends of the railroad 
or public utility fields. Neither is it important to discuss the alleged merits or 
faults of the concept of ratings. The important thing which is emphasized here 
is that rating agencies, without solicitation on their part, have been endowed with 
power to determine into which channels investment funds will flow Since this is 
a function to be coupled with the formulation of credit policy, I believe that the 
subject of eligibility requirements relating to investments should be re-examined 
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Lavtrence H. Seltzer: It is urged by some that the Treasury Department 
could aid the bank regulatory authorities and likewise minimize the risks of 
banks by confining Treasury offerings of securities most largely to short-term 
maturities. Then, in the event of a rise in interest rates, banks would suffer far 
less depreciation in the market value of their portfolios of governments than if 
they held large amounts of long-term issues. 

There are many objections to this view. The Secretary of the Treasury must 
have an adequate regard for the fiscal convenience of the government, which 
would scarcely be furthered by an enormous concentration of short-term ma- 
turities. He must have a due regard for the desires of other than banking in- 
vestors These, in the aggregate, absorb more governments than do the banks, 
and most of them would not be content with the low yields available on short-term 
issues The latter is true also of many banks As a matter of fact, on June 30, 
1939, five eighths of the total of governments held by the insured commercial 
banks consisted of maturities longer than five years At last week’s average rate, 
a bank could obtain only $7 gross revenue a year from $100,000 invested in 91-day 
Treasury bills It could obtain no positive interest yield whatever from any 
Treasury note maturing within twenty-seven months, and even a four and a half 
year Treasury note would yield it little more than l/^ of 1 per cent interest a year 

The relative immunity of different maturities to price depreciation in the 
event of higher interest rates should not be abstracted from the actual interest- 
rate structure Judged by the past, a rise in the general level of interest rates 
would bring about a far greater rise in short-term rates than in longer-term 
rates When to this consideration is added the substantially greater income avail- 
able on longer-term securities, the question of relative safety becomes one of 
detailed calculation At the end of December, for example, one could obtain 
about the same income from an investment in the Treasury 2 %’s of 1960-65 
as from an investment four times as great in the Treasury notes maturing in 
September, 1944, Under easily conceivable conditions, the latter investment 
would show a greater price depreciation 

Donald S. Thompson- A bank examination is concerned primarily with the 
verification and appraisal of assets and the analysis of the capital accounts The 
accounts of the bank are not audited in the accepted sense of that term unless 
fraud or dishonesty is suspected 

The discussion this afternoon indicates that when we deal with the value of 
bank loans and securities we are dealing with something of which we know little 
When a banker makes a loan or buys a security he enters the value thereof on his 
books It may represent his best judgment but even so it is only judgment, which 
is a polite word for guess The examiner or appraisor comes along and puts a 
value on the assets. His value is also a guess Neither the examiner nor the banker 
(or anyone else for that matter) really knows what the value of the asset is until 
the asset is extinguished Once we recognize that there is nothing sacrosanct about 
guesses we can expect to make some progress in the solution of our problem, 
which IS to decide which of the various guesses we wish to believe. It would 
appear to me to be desirable to adopt a system of guessing which while fair and 
objective and reasonably simple of application would at the same time subject us 
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to a minimum of embarrassment resulting from economic instability. Mr. Jones 
has posed a serious question the answer to which must be found if our banking 
system is to continue to function satisfactorily. 

Clark Warburton: I want to give my emphatic endorsement to Mr. 
Upham*s comments on Mr Jones’ attitude regarding bank examiners' standards 
of liquidity and solvency Nevertheless, Mr. Jones was calling attention to a 
major defect in the operation of our monetary and credit institutions during the 
period 1930 to 1932, namely, the rapid contraction in the nation’s circulating 
media and the reflex effect of this contraction upon values and economic condi- 
tions. That contraction, in my opinion, was largely responsible for the intensifica- 
tion of the business depression after 1931, although the basic causes of the de- 
pression lie outside of monetary and banking phenomena 

On the basis of these two comments, I would like to pose the question for 
future discussion* What changes need to be made in the monetary and banking 
structure, or in the functioning of the monetary and banking system, so that in a 
period of business depression banks and bank examiners can fulfill their duty 
with respect to the maintenance of liquidity and solvency, while at the same time 
avoiding contraction of the circulating media 

Homer Spero* Mr Jones and Mr Robinson both hold the monetary policy 
of the government at fault in the early 1930’s in not providing the weaker banks 
with sufficient cash to stay open However, that should not be the function of 
the government. That would merely involve a governmental burden while failing 
to deal with one of the major fundamental problems — the unsound economic 
situations in trade and industry. These latter must be dealt with adequately and 
a sound business basis established before a strong banking structure can be 
created and maintained 



ROUND TABLE ON THE INCIDENCE OF TAXATION 
Harry Gunnison Brown, Chmman 

The following summary of the proceedings of this round table includes papers 
by James K. Hall, on '‘The Incidence of Death Duties,” and by Henry C. 
Simons, on "Incidence Theory and Fiscal Policy”; and discussion by Harold M 
Groves, M. Slade Kendrick, and Tipton R Snavely. Except for the summary 
of Professor Hall’s paper, the abstracts were submitted by the participants. 

James K. Hall.^ Discussions of the incidence of death duties in economic 
literature have been, on the whole, scattered and fragmentary The Report of the 
Committee on National Debt and Taxation (1927), the Economics of Taxation 
(1924), by Harry Gunnison Brown, and First Principles of Public Finance 
(1936 translation), by de Viti de Marco, are among the noteworthy exceptions 
American writers in public finance generally have emphasized the descriptive 
aspects of particular death duties. 

No less than four different conclusions of death duty incidence may be dis- 
tinguished These vary from the view that death duties are without burden, pro- 
vided that substantially the whole of the estate is taken by such taxation, to 
conclusions that the incidence of death taxes is on the predecessor, the successor, 
or jointly, and in indeterminate proportions upon both the predecessor and the 
successor. 

Jeremy Bentham, in his advocacy of burdenless death duties, contended that, 
for burden to be involved, there must be expectation of benefit In the absence 
of expectation there can be no disappointment and, therefore, no hardship. He 
suggests that the measure of burden is to be found in disappointed expectation. 
Should the state take all, or the major part, of estates through death taxation, 
no one would expect to receive anything of consequence, hence there would be 
no disappointment and no burden 

In general, those who support the conclusion that death duties establish their 
incidence on the predecessor regard this taxation as a capitalized income tax, or 
an occasional compound property tax Successors, it is said, generally are in- 
different to the amount of death taxes Further, the whole of the levy will be paid 
by the transfer of an appropriate amount of estate value Also, the successor’s 
power to consume is not burdened except in a negative sense, because whatever 
he may inherit constitutes an addition to his consumption power. Among the 
leading exponents of this view of incidence are A. C. Pigou, de Viti de Marco, 
and, in regard to estate taxes, the Committee on National Debt and Taxation 

The view of incidence which apparently has received quite general endorse- 
ment by American economists is that the incidence of death duties is upon the 
successor It is argued in support of this conclusion that the predecessor is dead 
before the taxes are imposed and dead men cannot pay taxes (Hugh Dalton), 
that predecessors generally make no advance financial provision for the duties 
(Sir Felix Schuster), and that successors would be richer by the exact amount of 
such taxation if it were not imposed (Henry Sidgwick). Professor Harry 


^ To be published in full in the March issue of the American Economic Review. 
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Gunnison Brown, while concluding, apparendy, that the burden is upon the 
successors, visualizes possible shifting of these taxes He reasons that if personal 
motives to save are affected adver ely by death duties the total accumulation of 
wealth will be decreased and, in consequence, interest rates in the long run will 
rise. In this event the inadence of death taxes will be upon laborers or land- 
owners, or both. 

Lastly, death duty incidence is viewed in terms of a divided burden between 
predecessor and the successor, with the proportions incapable of determination 
This theory of mutuality of incidence rests upon the assumption of the joint- 
ness and solidarity of the pecuniary interests of the predecessor and successor. 
An analogy is found in the income tax, the burden of which, it is contended, 
affects the taxpayer’s son as well as the taxpayer himself, and perhaps as severely 

The view of incidence which it is believed may be most strongly supported 
IS that the burden of death duties, including taxes directed to the estate as a whole 
as well as the distributive shares, is upon the predecessors Incidence from this 
point of view is interpreted with reference to the immediate burden of such 
taxation, and is distinguished from the subsequent economic and other effects 
which result therefrom. Admittedly in certain cases the motives to save or 
accumulate may be weakened in consequence of the psychological reactions of 
predecessors to death taxation with the supply of capital relatively diminished 
This seems, however, more appropriately to be regarded as an effect of incidence 
rather than a part of the process of incidence establishment at a point apart from 
the predecessor. An analogy may be drawn between personal net income taxes and 
death duties in terms of the absence of subsequent price transactions, and the 
indirect and indecisive manner in which personal industry or activity may be 
affected in the former case and personal saving in the latter To successors gen- 
erally It appears that sharing in estates is a net gain with their standards of liv- 
ing thereby increased over and above their individual exertions. The successor’s 
power to consume will not be burdened except in a negative sense On the 
other hand, the predecessor has exercised during life less than his full power of 
consumption, even though voluntarily The burden of death duties, as well as 
such other costs attaching to estate creation, appears to rest fully and finally 
upon the predecessor. 

Henry C Simons: Most of you are doubtless sensible of the awful state of 
economic theory as it appears in the literature of our special field, in the public 
finance textbooks, and presumably in college courses generally. One is tempted 
to say that there are more analytical "howlers” in chapters on incidence than any- 
where else in the literature of economics The accessible literature of incidence, 
at all events, is largely the product, first, of writers not well-qualified for eco- 
nomic analysis and, second, of pure theorists who, with no sense of significant 
practical issues, have constructed analytical curiosa in the form of incidence 
problems 

What we might expect as a minimum, given the present state of general eco- 
nomic theory, is skillful and penetrating discussion of highly differential taxes, 
in their effects upon relative prices and, assuming full employment, on the alloca- 
tion of resources The influence of such taxes under pure competition is an 
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elementary problem in partial equilibrium analysis; the analysis )rields results 
which are simple enough for easy application in practical questions of policy 

1 believe that what can usefully be said about the incidence of taxes under 
very imperfect competition can best be said without recourse to much formal, 
geometric, or algebraic analysis. The important question here, as I see it, is one 
of the effect of taxes on the price strategy of precarious collusion, formal or tacit 
and informal, i e , a question of the politics of price strategy, not of marginal 
revenues and expenses in any simple meaning of those terms. 

A few suggestions for raising the level of incidence discussion are as follows: 

1. Discussions of incidence under competitive conditions must be purged 
completely of propositions appropriate only to the case of monopoly or highly 
monopolistic competition 

2 Almost everything commonly said about the incidence of taxes under con- 
ditions of decreasing cost must be discarded, and propagation of the notion 
that industries are commonly operated under such conditions must be stopped. 

3. The sophistical Cambridge speculations on the welfare advantages of taxing 
industries of markedly increasing cost should not be retailed to elementary stu- 
dents or treated as sources of significant insights anywhere. 

4. The lag of incidence theory behind general theory should be reduced from 
more than a century to less than fifty years General equilibrium analysis and 
alternative-cost conceptions should inform the treatment throughout. 

5 That pathetic, appealing figure, the marginal producer, with all the mis- 
conception and confusion which accompany his appearance in analytical argu- 
ment, must go. 

6. The methods and propositions of partial equilibrium analysis, invaluable 
in their proper place, must not be carried over, as they commonly are, into areas 
of inquiry where they are grossly and patently inappropriate 

I am increasingly persuaded that useful instruction must give attention mainly, 
and not incidentally, to nondifferential levies or, better said, to those effects of 
actual taxes which are not allocational. Some reasons are 

1 Taxes like our sales taxes and pay roll taxes have acquired a major place 
in our revenue system and — perish the thought ! — are likely to retain it. 

2. There is little difference, as to important effects, between general excise 
levies and vast collections of particular excises. 

3 The important commodity taxes, even when studied separately, are seen 
to have effects which have much in common with the effects of general excises. 
Our important particular excises have much in common economically with sales 
taxes and pay roll taxes. One urgent reason for stressing these similarities, in- 
cidentally, may be found in the curious practice, even among academic writers, 
of condemning the one kind of levy and commending or condoning the other. 

4 Systematic discussion of nondifferential excises is invaluable as preliminary 
to the discussion of property tax incidence. 

An increasingly popular solution of the methods problem is to study the joint 
effects of a new tax and particular new government expenditures equal to the 
new revenues. With other proper assumptions it yields meaningful conclusions. 
However, I wish to argue and protest against its use in general incidence dis- 
cussion. 
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Our discussions of incidence problems should be focussed upon the significant 
relative effects of different revenue devices for obtaining the same revenues. So 
the proper procedure in studying the effects of a particular tax is that of assuming 
Its imposition to be accompanied by a total-revenue-balancing reduction in some 
other specified levy. The most useful analyses are probably those which indicate 
how various taxes would work out relative to a flat proportional income tax as 
the common norm It is for us to weigh new or questionable spending schemes 
against the worst taxes which must be imposed or retained to provide the necessary 
aggregate revenue. 

No straightforward analysis is possible without definite monetary assumptions. 
Analysis of the effects of nondifferential excises, relative to the income tax norm, 
should start with the assumption of deliberate fiscal stabilization of some par- 
ticular price index, preferably in most cases an index of wholesale prices. We 
must go on to study the implications of our monetary assumptions — to see, in 
each case, what kinds of monetary action would be necessary to maintain the 
assumed index stability. It will then be easy to indicate — much less systematically, 
of necessity — ^how the relative effects of taxes might be different in the actual 
world. 

Tentatively I suggest that incidence discussion should now be designed mainly 
to reveal the relative effects of different taxes (1) on the degree of economic 
inequality in the long run, (2) on the legitimate vested interests of particular 
groups, and (3) on the volume of unemployment Of these the third strikes me 
as the most important and, because it plunges us headlong into monetary prob- 
lems, much the most difficult 

Harold M Groves Professor Hall's exhaustive exposition of the incidence 
of death taxes gives small attention to the definition of terms It may be thought 
that we should not worry too much about mere matters of definition but I think 
that they are rather significant in this discussion because they are the basis of 
many important exclusions The distinctions between incidence and effects, in 
the discussant's opinion, are nowhere so sharp and clear that a line can be 
drawn between the two and one can be properly treated apart from the other 
Does an inheritance tax reduce saving^ If so, do interest rates respond by 
rising^ If the answer is again affirmative, do profits tend to behave in a similar 
manner^ Does this mean that rich men tend to accumulate faster and more 
during their lifetimes to compensate for the taxes they must pay at death '> 

These issues are too involved to attempt a solution here. I suspect that few 
students would resolve them all affirmatively and conclude that death taxes are 
perfectly diffused. But the point to be emphasized, in the discussant's opimon, is 
that these questions are vital in death tax incidence 

I accept much of Professor Simons' criticism of incidence theory but I wish 
to dissent from his view that public expenditures should be ruled out in treating 
incidence. It is said that what the government does with its revenue may have 
important economic effects but they are no concern of incidence and fiscal policy 
On the other hand Professor Simons himself argues that expenditures should be 
conservative because the gains therefrom are likely to be overbalanced by the 
unfortunate consequences of bad taxation It is true that public finance students 
do not usually recommend earmarking of taxes for particular expenditures. On 
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the other hand, legislators must balance the marginal dollar of outgo against 
the marginal dollar of intake and they are entitled to help from economists at 
this point Public finance specialists cannot shirk this responsibility by saying it 
belongs to some other field. Public expenditure is a time*honored ivision of 
public finance. To include it in the discussion of incidence does add com- 
plications, But any analysis of the economic effects of taxes will surely be m- 
complete and one-sided if it ignores what the government does with the revenue. 
Particularly if, as Professor Simons advises (and properly) , we are to give more 
thought to monetary effects of fiscal policy, public expenditures should receive 
due attention. 

I agree with Professor Simons that incidence theory should give more atten- 
tion to universal (nondifferential) taxes but I am not very hopeful of the results. 
We can assert of course that in the long run, prices tend to cover costs but 
whether the costs will accommodate themselves to the prices or vice versa is not 
likely to be convincingly demonstrated. It may be that resort to marginal pro- 
ductivity at this point is hardly more realistic than the resort to the marginal 
producer, recommended for discard. I am equally sceptical of the view that to 
draw a proper solution we must assume an inelastic quantity of money 

M Slade Kendrick Professor Hall has given an excellent discussion of the 
various theories of the incidence of death duties to which possibly one addition 
should be made In refutation of Bentham’s argument, it might have been 
pointed out that the expectation of the heir should take into account the in- 
heritance tax as well as the inherited share 

Professor Hall’s own position, that the incidence of death duties is on the 
predecessor, follows from an admittedly limited view of incidence. The useful- 
ness of this view may, however, be questioned as leading to a conclusion of no 
economic consequence. This is not to accept usefulness as a test of truthfulness 
but IS rather to say that of two interpretations of a term each of which can be 
justified, the more useful is to be preferred A broader meaning of incidence 
would give results of economic importance. 

Professor Simons would have the tax specialist limit his attention to the 
revenue effects of taxation, arguing that this limitation but recognizes his special 
and proper function 

This seems an artificial method of bounding the duties of the tax specialist. 
In practice, as Professor Simons admits, revenue problems are not always dis- 
tinctive from expenditure problems Moreover, the significant problems of fiscal 
policy that Professor Simons would have illuminated with the effects of different 
taxes are not to be examined adequately without reference to governmental 
expenditures. For example, why should a tax specialist interested in the effects of 
taxation on economic inequality stop with revenue If the government may modify 
economic inequality by taking from the rich, may it not accomplish this purpose 
more effectively by spending the revenue so obtained for the poor If the problem 
of economic inequality is worth the attention of the tax specialist, surely he 
should have the use of all tools needed for its solution. 

Tipton R. Snavely: Given the premises which he assumes. Professor Hall 
has made a strong case for the establishment of death duties on the predecessor. 
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Incidence is properly defined as the direct money burden of a tax, not its in- 
direct economic effects. Hence, factors as the psychological burden, the 
inability of the testator to make payment in person, moral and legal aspects, and 
the action of the predecessor in anticipation of the tax have no significance. In- 
cidence, then, becomes a purely mechanistic process. A majority of economists 
have been unwilling to accept such an extreme conclusion. Is it not possible to 
find exceptions to the rule^ Suppose that the beneficiaries of an estate have worked 
equally hard with the testator in its creation, have saved with equal effort, and 
have exercised similar restraint in consumption — all in the knowledge (though 
this is not important) that they would succeed to the property. Has the economic 
burden fallen exclusively on the predecessor? In this case, it is necessary not 
to confuse the economic burden with legal ownership. 

Professor Simons is correct in his criticism of partial equilibrium analysis as 
applied to incidence. On the constructive side, he recommends the study of 
‘‘significant relative effects of different revenue devices for obtaining the same 
revenues We should look, as it were, at the opportunity cost involved This 
method of analysis may yield highly fruitful results, but it is admittedly abstract, 
as is the suggestion that the analysis of incidence “should start with the assump- 
tion of deliberate fiscal stabilization of some particular price index . “Is not 
this methodological approach quite as unreal as the partial equilibrium analysis 
of Marshall? We must know what will happen to the structure of “precarious 
collusion” in any likely set of circumstances — ^whether the price level is stable or 
unstable, whether the cycle is going up or down, and whether total-revenue- 
balancing reductions or additions are being made 
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GOVERNMENTAL ECONOMIC PLANNING 

By Benjamin M. Anderson, Jr. 

University of California at Los Angeles 

Governmental economic planning is back seat driving by a man who 
doesn’t know how to drive and who, except in wartime,' doesn’t know 
where he wants to go. It is, moreover, back seat driving by a man who 
makes a very heavy charge for his services at the expense of the chauffeur’s 
wages, and who increases these heavy charges month after month As the 
chauffeur’s wages prove inadequate to support the governmental back seat 
driver, a mortgage is placed on the car, and inroads are made on the gas 
and oil of the automobile Damaged fenders are left untouched. The auto- 
mobile begins to miss its periodic overhauling Cylinders accumulate carbon 
and don’t all work. The machine slows down, and the chauffeur grows 
jittery. 

In my discussion this evening I shall maintain the following theses* 

The great disorders in our economic life since 1929 are primarily due to 
governmental economic planning and, above all, to governmental inter- 
ferences with the orderly functioning of markets, including first, the inter- 
national markets for commodities and the money and capital markets; sec- 
ond, domestic prices and wage rates To this should be added the vast in- 
creases in taxes and government deficits created by the rapidly growing 
government functions I believe that we have in these an adequate explana- 
tion of our disorders 

I shall maintain that alternative theories, which seek to find the explana- 
tion in ’’structural changes” which have recently come in our economic life 
itself, are dealing with symptoms rather than with causes. I shall maintain 
that the theories calling for more governmental economic planning because 
of these alleged structural changes in our economic life itself, are, in effect, 
merely calling for more economic planning to offset the evils that past 
economic planning has already caused. 

One of these alternative theories which has recently received attention 
is based on the great slowing down in the rate of growth of population 
beginning with 1930. The population of the United States increased by 16 
millions between 1920 and 1930; but the rate of growth since then has 
been perhaps half of that. The theory is that this so-called ’’structural 
change” has greatly narrowed investment opportunities.^ The estimate is 

'See my “Value and Price Theory in Relation to Price-Fixing and War Finance,” 
American Economic Review, Supplement, March, 1918 See also “Economic Aspects of the 
War — Contrasts and Resemblances 1914 and 1939,” an address before the Investment 
Bankers Association, October 12, 1939, published in the yearbook of the Association. 

“Alvin H Hansen, "Progress and Declining Population,” American Economic Review, 
March, 1939. 
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that the growth of population in the last half of the nineteenth century 
was ’’responsible'* for perhaps $0 per cent of the ’’capital formation" in 
the United States. The meaning apparently is that approximately 60 per 
cent of the capital invested in the United States in that period was devoted 
to the kind of production that would supply the wants of an expanding 
rather than a stationary population. From this supposed decline in the 
opportunities for private investment, the conclusion is drawn that the gov- 
ernment must spend greater or less amounts, depending on the state of 
business and the volume of the national income, for the purpose of making 
good the deficiencies of private investment 

I do not question that there has been a long-run trend toward a higher 
average age in the population and toward a slower percentage growth in the 
population due (a) to an increasing diffusion of knowledge of birth con- 
trol, (b) to progress in medical knowledge which makes for a greater 
length of life, and (c) for the United States, to our postwar restrictions on 
immigration But when the startling contrast is made between the 1920’s 
and the 1930*s with respect to this point, and when it is asserted that ”in 
this shift must be sought a basic cause of not a few of the developments in 
our changing economy," I raise very definitely the question of what is 
cause and what is eflfect. 

It seems to me clear as daylight that the sharp decline in the rate of 
population in the 1930's was first of all effect The 1920's were prosperous 
years. Despite our restrictions, immigrants came in large numbers. Our 
boys could easily get jobs Girls were willing to give up their jobs and get 
married Young couples had confidence in the future and had children 
when they wanted them The 1930*s have been years of depression, un- 
certainty, and fear. Immigration of aliens for several years was exceeded by 
emigration of aliens Marriages have been delayed. Many girls at work 
have held their jobs after marriage. They have been afraid to have children. 

Taking the years 1922-28 as our base, or 100 per cent, we find the num- 
ber of marriages in the leading cities of the United States dropping to 80 
per cent in 1930, to 70 per cent in 1931, and to 63 per cent in the gloom 
of 1932 But we find it also mounting rapidly again in the following years 
to 88 per cent in 1937 — only to drop sharply again to 75 per cent in the 
acute depression of 1938. The boys and girls still want to get married, and 
they still want babies. Give them a prosperous world again, give them a 
safe world again, and we shall moderate our views a good deal about this 
sudden great ’’structural change." It is not the cause of depression; it is the 
eflFect of depression. 

But how significant would it be from the standpoint of investment op- 
portunity if it were true we had here a permanent change? What difference 
would it make? Assume that for the future we are to have less young chil- 
dren and more older people and that the population is to grow more slowly. 
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What bearing has this on the question of investment opportunities — except 
as any violent shift in the economic situation creates for a time a problem 
of adaptation? That it would mean a change in the direction of demand is 
quite clear A slowly growing population with more adults and fewer chil- 
dren would demand less playgrounds and more golf courses. It would de- 
mand less milk and more whisky. 

Would It demand less automobiles? A young couple and t^ree or four 
children will usually be a one-car family A young couple with no children 
is more likely to be a two-car family, and the probabilities are high that 
they will turn in their used cars for new cars more frequently than will the 
one-car family with three or four children 

Will the population with fewer children and more adults and slow pop- 
ulation growth make more or less demands for housing^ The point is 
debatable They won't need so rapid an increase in the number of separate 
dwellings, obviously But if they are prosperous and have growing incomes, 
they will call for qualitative changes in housing and for progressively more 
space per person The young couple which is putting its increased income 
into more babies will be much less concerned about the newest gadgets in 
dwelling facilities and equipment than will the young couple of one or 
two children or no children. Older people, moreover, stand the stress and 
strain of crowding far less than younger people and children whose nerves 
are quieter They want more room, more quiet 

I see no reason at all to suppose that such a population, whose income is 
growing through technological progress,^ capital accumulation, and in- 
zreased efficiency, would not offer just as great an opportunity for invest- 
ment as a population which is rapidly increasing and where there are many 
:hildren. The rapidly growing population would want more things of the 
same kind. A more slowly growing population would want better things, 
qualitative improvements, and a greater variety of things. I have not even 
Felt it necessary to examine the statistical basis of the proposition that 60 
per cent of our capital formation in the last half of the nineteenth century 
5vas due to growth of population. Since population was growing rapidly in 
hat period, obviously the direction of demand would be toward the kind 
:)f commodities needed in that kind of population; and capital, seeing its 
3est opportunities for investment, would flow in that direction If a more 
>lowly growing population called for a greater amount of qualitative im- 

* I have elsewhere dealt with the fallacy that technological progress is itself a cause of 
lepression and general unemployment ( The Chase Economic Bulletin, Vol XVII, No 2 ) 

[ am glad to find myself in agreement with Professor Hansen upon this point The theory 
hat oversaving is the cause of our troubles I have discussed in The Chase Economic 
Bulletin, Vol XVI, No 2 To those who hold that corporate consolidations are the cause 
>f our disorders, let me point out that there have been only two great periods of consolida- 
lon, 1899-1902, and 1924-29, both periods of cheap money and excited stock markets 
Such movements are harmful, and should be prevented, but they are not inherent in the 
lature of industry itself See Btg Business (New York Twentieth Century Fund, Inc, 
L937), pp 29-33. 
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provement and a greater variety in the goods it was consuming, capital 
investment, wisely directed, would adapt itself to that. 

I find in this argument no justification whatever for governmental policy 
designed to supplement private investment by government spending. There 
is a relationship between retarded population growth and retarded invest- 
ment, but it is not that of cause and effect. Rather, both are effects of a 
common cause; namely, fear. And one of the fears that retards private 
investment is the fear of government spending, the fear of growing gov- 
ernment debt, the fear for the future of the money of the country 

The limitations of time clearly preclude an adequate systematic analysis 
of the general theory of governmental economic planning in this address I 
shall content myself with some generali2ations regarding the theory of the 
matter, giving footnote references,^ which I shall not read here, to fuller 
discussions which qualify or elaborate certain crucial points I do this the 
more readily because I want to save time for the recital of some recent his- 
tory that has very definite bearing on some of the theoretical issues 

The problem of governmental economic planning is merely part of the 
general problem of economic co-ordination and control The instrumental- 
ities of social control and co-ordination are numerous. They include educa- 
tion, public opinion, and social expectation They include religion, moral 
pressures, old customs, rapidly changing modes and fashions, and propa- 
ganda. They include, of course, government. 

Government, essentially coercive in its functioning, resting, in last anal- 
ysis, upon the organized physical force of the community, is a very clumsy 
instrumentality compared with any of the foregoing, though it can do some 
things which none of them can do, especially in dealing with human beings 
who cannot be controlled by means of the subtler instrumentalities But law 
is meant for the exceptional case A community whose members conformed 
to the usual pattern only when the sheriff appeared could not survive. 

The market is the great instrumentality of economic co-ordination. When 
men begin to specialize, each producing more of a particular kind of prod- 
uct than he himself or his family can use, they must exchange their sur- 
pluses with one another. When specialization and the division of labor go 
very far, the money economy becomes necessary. The ploughmaker needs 
food, and the farmer needs ploughs. They never see one another They 
are separated by hundreds of miles from one another The money economy 
and the great market bring them together and co-ordinate their activities. 

The growth of industry and the progress of technology have had, as one 
of their most distinguishing characteristics, a steady intensification of the 
division of labor. The substitution of the machine for the human hand is 
made possible as processes can be broken into small parts which involve 
monotonous repetitions of many simple operations rather than a varied, 

*The Chase Economtc Bulleun, Vol XIII, Nos 1, 2, 3, and 4, Vol. XVI, Nos 1 and 2 
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complex operation requiring judgment. The widening of the market and 
technological progress have grown together. The division of labor is lim- 
ited by the extent of the market. When the market is very small, no per- 
son can dedicate himself entirely to one employment. And what applies to 
individuals applies to countries. No country can afford to devote itself to 
producing any commodity in excess of its own needs if a satisfactory for- 
eign market for that commodity does not exist. 

The corollary both for individuals and for countries is that if the market 
is suddenly narrowed or if the functioning of the market is perverted, dis- 
tress and disorder of a grave sort ensue. Small wonder that every country 
in the world is suffering very grave economic disorder, when strangling 
trade barriers are erected among them. 

Students of sociology have had much to say about so-called ‘‘cultural 
lags ’* When social change comes rapidly, the rate of change is uneven in 
different departments of social life, as law, morals, technology, economic 
activities, and education. Thus traditional educational methods have been 
criticized as tending to fit children for the life of earlier generations rather 
than for the life of today. Law, deeply rooted in the past and much gov- 
erned by precedent, changes more slowly than economic conditions. 

The principle of cultural lag is significant Government has lagged far 
behind economic life since the eighteenth century, and has even, under the 
influence of the War and of postwar conditions, gone sadly retrograde from 
the standpoint of its proper relation to economic life. 

The one great instrumentality of economic control and co-ordination 
which most clearly and definitely has kept pace with the growth of tech- 
nology and productive power is the market itself and the system of market 
prices And the causes of the greatest evils of the present national and 
world disorder are to be found in the interferences with the markets by 
governments under the influence of antiquated doctrines. 

Governments have very important functions in connection with the mar- 
kets Markets can work properly only with sound money and it is the busi- 
ness of government to establish and maintain a sound monetary system. It 
IS a proper function of government to maintain competition, to prevent 
corners, combines, monopolies, manipulative raids in the stock exchange or 
in the commodity exchanges — to prevent practices which keep the market 
prices from telling the truth, and which pervert the social co-ordination 
which the market supplies. 

The regulation of competition, that is to say the establishment of a level 
of competition — even in the prize rings there are rules against hitting below 
the belt — is, first of all, a matter of trade practices, social expectation, mor- 
ality. But government and law are often needed to supplement morality and 
trade practices in this matter. 

I do not believe that, at best, even with government ideally organized for 
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controlling economic life, with an ideal set of officials who are masters of 
all the knowledge and understanding that economists possess, government 
could work out a conscious control of the economic life of a great people 
which would approach in efficiency the unconscious, automatic control 
which free markets and freely changing prices give. Government as at 
present organized in the United States has difficulty even in seeing what 
the problem of governmental economic planning is An adequate economic 
plan must involve the various elements of economic life in their interrela- 
tions. A federal government with independent executive, judiciary, and 
legislature, with the legislature working through separate committees each 
concerned with a particular problem, with independent states and auton- 
omous local governments, sees economic life piecemeal and not as an or- 
ganized whole. Effective economic planning would have to be preceded by a 
complete centralization of our government Democracy, local self-govern- 
ment, and individual rights protected by the courts would have to be done 
away with. The reconstitutions of government in Italy and Germany point 
the way — for those who wish to pursue it 

Government itself has reverted to policies of earlier times as a result of 
the Great War, which put emphasis upon the great, primary histone func- 
tion of government; namely, organizing the group for war against foreign 
enemies. War and preparation for war constituted the major activities of 
government until fairly recent times. Internal liberty was strictly and sternly 
subordinated to wartime necessity. Economic policy was dominated by po- 
litical and military consideration. Wartime propaganda is not a recent in- 
vention. It is found in the war dance of savage tribes. 

Government, dangerously strengthened by war, has revived the atavistic 
economic policies tolerable only in a state of war, and applied them to a 
world economic life which had grown up under economic freedom in an 
atmosphere of peace The growth of these atavistic policies has itself 
brought on and intensified the great depression. Trade restrictions, price 
fixing, and currency debasement were stock-in-trade of medieval and early 
modern government. 

No conclusion stands out more clearly, I think, from a study of the nature 
of cultural lag, than does the conclusion that the market place is a far 
more modern and efficient instrumentality of economic co-ordination than 
government, and that the substitution of government control for control 
by freely moving market prices represents not progress but very dangerous 
retrogression. 

From the point of view of the economist, it is the function of prices to 
tell the truth about what is going on in the fields of production and con- 
sumption, and to correct maladjustments and to bring about a re-equilibra- 
tion of the productive activities when they get out of balance. The facts 
which lie behind prices may be bad facts, but we do not help the situation 
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by disguising them. Right prices, from this functional point of view, are 
prices that move goods. Right wages are wages that give full employment 
to labor. Right interest rates are those which equate the supply of capital 
to the demand for capital, keeping proper balance between saving and con- 
sumption, and so on. But it is the essentially medieval notion of just price, 
rather than functional price, which dominates both juristic tradition and 
present-day government policy when governments touch prices. 

Economic progress from medievalism was marked by a steady breaking 
away from the notion of just price to the freeing of the markets so that 
flexible prices could prevail. There was a great deal of price fixing by act 
of Parliament or by rulings of the justices of the peace in England as late 
as the seventeenth century. The Industrial Revolution in the eighteenth cen- 
tury broke the fetters; and the great market, with free prices, developed 
along with modern industry on a vast scale. Government policy turned from 
regulation of prices toward the promotion of competition by means of laws 
against restraint of trade, and the regulation of prices was limited to those 
cases where competition was impossible or undesirable, primarily in the 
field of railroads and public utilities. 

In this field there has grown up a great body of doctrine regarding just 
price, fair rate, fair return, and fair valuation on which return could be 
computed But there is a wide divergence between the economic literature 
of the theory of value and prices and the literature concerned with public 
utility and railroad valuation and rate making, so much so that the students 
of the one field frequently find themselves puzzled as they read the litera- 
ture of the other field. The explanation is that each is concerned with a 
different problem. The rate maker is concerned with fair or just price. The 
economist is concerned with functional price. 

Thus, the economist would lower public utility and railroad rates in a 
period of crisis and business depression in order to cause as much trafiic 
as possible to move and to facilitate the general readjustment needed for 
business revival. But, in the last two great crises, we have seen railroad 
freight rates raised by the Interstate Commerce Commission, at the begin- 
ning and in the course of the crises, once in 1920, just as the great crisis 
began, and again in 1932 and 1935. 

Railroad and public utility rate regulation has come to be essentially a 
kind of warfare between the public utilities and the railroads on the one 
hand, seeking to keep up their rates and protect earnings for stockholders, 
and the regulating authorities on the other hand, trying to get rates down 
in the interests of consumers, with each afraid to yield an^hing for fear 
that it will be impossible to get back what has been yielded The result is 
such a rigid rate structure that as prices and costs and volume of business 
move up or down it is very unresponsive to the needs of the general eco- 
nomic situation. 
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I am not here attempting the solution of the baffling problem of railroad 
and public utility regulation. I am, rather, urging that we avoid having to 
face this kind of problem in the field of our general economic life where 
the great market, if kept competitive, will itself automatically work things 
out. 

It is reversion to medievalism when the AAA formulates its policy on 
the basis of ‘‘parity price” — a just price notion rather than a functional 
price notion. The same unsound theory prevails when high hourly or daily 
wage rates at which few men can be employed are substituted for func- 
tional wages — a policy to be condemned from the standpoint of the annual 
income of labor and the welfare of the laboring class The NRA fiasco, 
resting on the just-price notion, ignoring functional price, represented dan- 
gerous reversion to medieval policies, as does our recent wage and hour 
legislation. 

When I say that postwar governmental economic planning has had the 
main responsibility for the economic disorders of the period since 1929, 
I mean to begin with developments which preceded the widespread use of 
the term economic planning. In the United States, for example, the New 
Deal did not begin in 1933. The first great postwar action by the American 
government in interposing barriers to markets, in such a way as to under- 
mine economic equilibrium, was in raising the tariffs in 1921-22 It was 
obviously necessary that we as a creditor nation should receive a great in- 
crease in imports of manufactured goods from our European debtors if we 
were to continue sending them our surpluses of cotton, wheat, tobacco, lard, 
and various other raw materials and at the same time permit them to make 
debt service payments here. But, instead, not as a matter of deliberate plan- 
ning, but making use of one of the major instrumentalities of economic 
planning, we raised our tariffs and intensified a grave disequilibrium as 
between our agricultural and certain other raw materials on the one hand 
and our manufacturing and other activities on the other hand 

The next step was in the employment of our Federal reserve system in 
money market manipulation of a new kind and on a vast scale for the de- 
liberate purpose of whipping up prosperity and, above all, for the deliberate 
purpose of getting out agricultural exports over our tariff walls As a con- 
scious and deliberate matter, this came first on a great scale in 1924, in the 
open-market purchases of that year, which created surplus reserves in the 
banks on a scale adequate to permit and to induce a very rapid expansion 
of member bank credit. This was repeated in 1927. It was economic plan- 
ning.® 

Between June 30 of 1922 and April of 1928, we had an expansion of 

* See The Chase Economic Bulletin, Aug , 1924, Aug , 1925, Nov., 1926, Oct , 1927, June 4, 
1928, Tune 25, 1928, Oct, 1928, Feb, 1929, May, 1929, Nov. 1929, and Sept, 1930, for 
an analysis and criticism of this process while it was under way 



Economic Planning 255 

commercial bank credit in the United States amounting to 13.5 billion dol- 
lars in deposits, and to 14.5 billions in loans and investm^ts, due, in 
part, to inflowing gold, but due m large part to economic planning — ^the 
rediscount and open-market policies of the Federal reserve system. 

To put these figures in perspective, I wish to contrast them with another 
set of figures How big an increase is 13.5 billions in deposits? How big 
an increase is 14 5 billions in loans and investments? Well, during our 
participation in the last war, we had a great need for expansion in bank 
credit. We had to finance four great Liberty Loans We had to finance the 
shifting of our industries from a peace to a wartime basis We had to 
finance goods from various parts of the world to our Allies in Europe, 
including gigantic shipments from this side. We had to raise an army of 
4,000,000 men and send half of them to Europe. There was need for bank 
credit expansion to accomplish these transitions and to perform these 
gigantic tasks. We watched this expansion with fear and trembling, and 
we held it down all we could. It amounted to 5 8 billion dollars in deposits 
and 7 billions in loans and investment. And it was enough. 

This wartime bank expansion was less than half of the largely unneeded 
expansion of credit that we created between 1922 and 1928. There were no 
great war needs to call forth the expansion of credit between 1922 and 
1928 Commerce wouldn*t use it It went, therefore, into extraordinary and 
all too frequently illiquid uses There was a startling increase in real estate 
mortgage loans in the banks. There was a startling increase in installment 
finance paper There was a rapid expansion in quantity, and finally a great 
deterioration in quality, of bank holdings of bonds. And there was a great 
increase in bank loans based on stock and bond collateral Stock prices 
soared, and new issues doubled in a four year period. Commercial loans in 
the banks actually declined, because of the extraordinary ease with which 
business corporations could put out new securities and pay off their loans 
at the banks. I need not recount the disorders that grew out of the wild 
stock market that we built in that period of expanding bank credit, or the 
tragedies that came from the great expansion of bank holdings of real estate 
mortgages. 

Part and parcel of this was the placement of foreign loans in the United 
States, beginning on a really colossal scale in 1924. In that year we took a 
billion dollars' worth of foreign loans, much the greater part of it coming 
in the second part of the year. The Federal reserve bank open-market policy 
began approximately at the same time as the Dawes Plan, the latter creat- 
ing renewed confidence in foreign loans; the former providing the expan- 
sion of bank credit which made it easy to take the foreign loans. From the 
middle of 1924 to the stock market crash in late 1929 the foreign loans 
offset the high protective tariffs and we, a creditor nation, continued to 
send out a great excess of exports over imports at good prices. The dis- 
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equilibrium between agriculture and industry was concealed. Planning off- 
set the evils of prior government interferences through that time. But in 
December of 1929 and in January of 1930 there came an ominous break 
in the prices of the basic raw materials and of many agricultural com- 
modities, foreshadowing the evils that were to follow. 

But governmental economic plannmg took other forms in the decade of 
the 1920’s. For the first time in our history, the President of the United 
States and the Secretary of the Treasury assumed the responsibility for the 
personal conduct of the stock market, in the utterances of President Cool- 
idge and Secretary Mellon. For the details of the record I would refer to 
Ralph Robey’s brilliant and justly indignant paper,* “The Capeadores of 
Wall Street,” in the Atlantic Monthly of September, 1928. But then came 
more governmental economic planning In 1929 we created a Farm Board 
whose function was to dominate the wheat and other agricultural markets, 
and it began to work in the autumn of 1929- We got into this game late 
Govemmentally sponsored pools in Canada, in Hungary, and in Australia 
had been withholding wheat from the market, leading to a doubling of 
the visible supply between 1926 and 1929. As our Farm Board bought 
wheat in late 1929 and early 1930, these other countries sold, taking our 
export market from us, in effect transferring the visible supply from the 
outside world to the United States. Those who condemn the New Deal for 
its agricultural follies, and, above all, for loans to farmers which held back 
cotton that would otherwise have gone into export trade, should not credit 
the New Deal with originality on this point. 

With the great crash in the stock market in 1929, there came further 
economic planning. The President called to Washington the leaders in 
business and railroads and others, to urge upon them the policy of not 
cutting pnces, not cutting wages, increasing capital outlay, and the like — 
the personal conduct of business by the back seat driver, which is the essence 
of the New Deal and the essence of governmental economic planning 
Municipalities and states were also called upon to increase their borrowings 
for public works. 'The poor old ’Frisco Railroad, impressed with its duty to 
keep purchasing power high, proceeded to declare its preferred dividend 
a full year in advance — with unsatisfactory consequences 
Then came a renewal of artificial cheap money in early 1930, with a 
further whipping up of the stock market with a further taking of foreign 
loans. 

Then came another raising of the tariffs in 1930, which intensified to 
an unbearable degree the difficulties of our foreign debtors in making pay- 
ments here, and which was followed by a great scramble all over the world 
to erect trade barriers. This created new problems of disequilibrium as pro- 

* Sm also the fuller story in William Allen White’s A Puritan tn Babylon (Macmillan, 
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ducers for export in every part of the world found their markets cut oflF, 
and as new problems of internal adjustment were created for economic 
planners to solve. 

The connection between economic planning and international trade bar- 
riers IS the connection of a vicious spiral. Each seems to call forth the other; 
and the more of one you have, the more of the other you call forth Ruin- 
ing export markets creates internal disequilibrium and the problem of 
shifting those formerly producing for export into some other occupation. 
But as this is usually too difficult to accomplish in a hurry, the planners 
make use of borrowed public funds to take care of these producers on re- 
lief, or to put them to work in some makeshift activity. On the other hand, 
the planners do not wish to have their plans interfered with by foreign 
competition It is significant that both NRA and AAA in this country had 
as part of their program increased trade barriers so that their higher 
costs might not be interfered with by foreign imports. ^^Autarchte** was an 
early slogan of the Nazi in Germany. Economic self-sufficiency is a delib- 
erate part of the program of most economic planners. On the other hand, 
the loss of foreign trade makes a fertile field for propaganda for economic 
planning The high protective tariff is the mother of the New Deal. 

In this connection, it is very disheartening, indeed, to see important lead- 
ers of the political party which professes the greatest abhorrence of the 
New Deal, attacking the finely conceived and patiently pursued program 
of Secretary Hull for lower trade barriers throughout the world. We have 
here a manifestation of '"cultural lag ' in political tradition, blinding able 
men to economic realities 

The essence of governmental economic planning is the belief that gov- 
ernment IS responsible for the state of business, that it is the duty of 
government to have full employment at all times, that government must 
employ special measures with every flagging of industrial activity, that re- 
adjustments to correct mistaken economic policies must never be permitted. 
The call is for more, and more, and more of these activities as the evils 
growing out of past activities of the kind become more and more glaring. 
The juggler must put a new ball in the air every week, and his activities 
must grow increasingly frantic with each new ball. Never for one moment 
can we have laissez faire. 

There are advocates of economic planning who would accept the general 
analysis given here of the contrast between government and markets, as 
regulators of business, as a matter of economic theory; who will recognize 
that if you had free prices, flexible economic life, and mobility of labor 
and capital so that price changes could bring about automatic readjust- 
ments, this would be better than governmental planning But they say that 
this is a matter of abstract theory only — ^that we lack the smoothly func- 
tioning markets that the theory assumes, that we have an increasing body 
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of rigidities of one or another kind, so that to talk about the automatic 
control of industry by competitive markets is to talk about something that 
has passed away. What I want to consider realistically is whether it has 
passed away, and if so, how recently; and whether, to the extent that we 
have rigidities that make readjustment slow and diflicult, they grow out of 
structural changes in economic life or grow out of governmental policies. 

If It is the frictionless static state we must have, with absolute competi- 
tion and perfect mobility of capital and labor, then of course we never have 
had it. But I shall maintain, on the other hand, that we had an adequate 
flexibility and an adequate degree of competition as recently as 1923 to 
serve for the purpose in hand. And I want to contrast the course of events 
between 1920 and 1923 when our government was still, in its essential 
attitude, old fashioned, with the course of events in more recent years. 

We had a vast readjustment to make at the end of the postwar boom in 
1920. From July of 1920 to August of 1921, the country passed from a 
violent boom through acute crisis into a very severe depression. Commodity 
prices broke from over 240 on the 1913 base to about 141. The Federal 
reserve index of production (base, average 1923-25) dropped from 89 in 
July of 1920 to 65 in July of 1921 Unemployment reached over 6 mil- 
lions, as we then calculated it, and probably somewhat more, if we had 
calculated then as we do now The business tide turned in August of 1921 
The latter part of the year showed improvement. There was hesitance in 
early 1922, and then there began a strong upward move, which, by March 
of 1923, reached new high levels in volume of production, and in which 
there were labor shortages in many lines. The Federal reserve index of 
production reached 103 m that month, and 106 in the following month. 

Now our government did virtually none of the things that economic 
planners call for in the course of this development It was old fashioned. 
It conceived its main job to be to protect its own solvency, to cut public 
expenditures, and to relieve taxpayers of unnecessary burdens Public ex- 
penditures went down year by year. Taxes were reduced rapidly, also, but 
not as fast as government expenditures. The following table shows expendi- 
tures, not mcludmg debt retirement, and the ordinary receipts of the United 
States government: 


U S. Government Expenditures and Ordinary Receipts 
(in millions of dollars) 


Fiscal Year 

Expenditures 

Receipts 

1920 

6,403 

6,695 

1921 

5,116 

5,625 

1922 

3,373 

4,109 

1923 

3,295 

4,007 
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The budget was overbalanced every year. The idea that we should have 
an unbalanced budget, in order to facilitate business revival, was not even 
considered. In the worst year of the crisis, public debt was reduced by 
300 million and in the three-year period, it was reduced by 2 billion dol- 
ars. 

U. S. Government Debt 


June 30 

Millions of Dollars 

1920 

24,298 

1921 

23.976 

1922 

22,964 

1923 

22,350 


This policy on the part of the government generated, of course, a great 
confidence in the credit of the government, and the strength of the gold 
dollar was taken for granted. The credit of the government and confidence 
in the currency are basic foundations for general business confidence. The 
relief to business through reduced taxes was extremely helpful. 

Through the crisis no eflfort was made to flood the money market with 
an excess of cheap money; on the contrary, the Federal reserve banks 
made necessary rediscounts at 6 per cent and 7 per cent. Solvent enter- 
prises were protected. Credit did expand, but on the old-fashioned theory 
which holds that emergency money should be paid for at steep rates, and 
that unnecessary borrowing m a crisis should be discouraged. Through the 
whole of this period (1920-23) the lowest rate on open-market prime 
commercial paper for six months was 4 per cent for one month in 1922. 

Open-Market Commercial Paper Rates in 
New York City* 

(Prevailing Rate on Prime Commercial Paper — 4-6 months) 



High 

Low 

1920 

8 

6 

1921 

m 

5 

1922 

5 

4 

1923 

51/2 

W2 


* Annual Report of Federal Reserve Board, 1927, p. 96. 

Nor did the government try to make jobs during this period by taking 
on additional government employees; on the contrary, army and navy 
were steadly reduced, and the employees in the federal executive service 
were reduced steadily year by year from 691,000 on July 31, 1920, to 
516,000 on July 31, 1923. 

I have had two purposes m mind in presenting this episode of 1921- 
23. In the first place, I want to contrast it with what happened in 1933 
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and 1934 for the purpose of testing the doctrine that a great unbalancing 
of the budget and artificial cheap money are necessary as a means of bring- 
ing about business revival from the depths of a great depression 

The first rally in 1933 was an extraordinarily vigorous move. The Fed- 
eral reserve index of production was just under 60 in March of 1933 
and it ran up to 100 by July of 1933. But heavy government expenditures 
for the purpose of pump-primmg were not employed at this time. On the 
contrary, the economy program, under the leadership of Lewis W. Doug- 
las, Director of the Budget, was going into operation. The great spending 
program began in December of 1933. The first rally, March to July, 
1933 , was, in very large measure, a natural, inevitable reaction from ex- 
treme panic and depression. It started, as the weekly indices of production 
show, immediately with the reopening of the banks. 

Speculative excitement following the introduction of the Thomas 
Amendment on April 20, also, undoubtedly, tended to intensify the up- 
ward move in business. Currency manipulation was new magic in the 
United States in those days, and the first time it was used the temporary 
speculative response was very strong. 

In the later phases of this first great rally, there was, moreover, a sud- 
den rush to produce before the NRA codes and the processing taxes could 
be applied, as businessmen recognized very well that, with NRA and the 
processing taxes, there would come a great increase in the costs of pro- 
duction NRA and the processing taxes came in July and August, and 
the production curve turned sharply downward, reaching a level of 71 
in November of 1933. 

Then came the sudden abandonment of the economy program, and 
great spending for spending’s sake. CWA was started, and monthly fed- 
eral expenditures jumped from 505 million dollars in November to 703 
million in December and 956 million in January. On January 4, the Presi- 
dent announced the great spending program, and indicated that there 
would be a budget deficit for the fiscal year 1934, that is to say, by July 
1 of 1934 , of 7 billion dollars. The actual deficit realized in this fiscal 
year was 4 billion dollars, as it proved impossible for the government to 
spend money as fast as the first plans called for. 

We saw the effect on business of this vast spending. If we credit all 
of the business history of the ensuing ten months to the spending, the 
record is very disappointing. Business rallied from 72 in November of 
1933 , on the Federal reserve index, to 86 in May of 1934. Then the 
curve turned sharply downward, and, by September, it had dropped to 
71, one point below the level of November at which it started. In Sep- 
tember, moreover, there came a grave disturbance in the government bond 
market, and grave concern regarding the government's credit. 

I think that those who look upon government spending as a certain 
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magic for bringing about business revival should study very carefully this 
period, November, 1933, to September, 1934. This episode in our very 
recent history should surely shake confidence, on the part of those who 
have it, in pump-priming through government deficits, as a certain means 
of bringing about large results or lasting results. The first ten months of 
it brought business back to a point below where it started and did grave 
damage to the credit of the government. It was terribly costly, and the 
results at the end of ten monAs were less than 2ero. 

My second main reason for presenting this 1920-23 episode in our his- 
tory is to meet the contention of those who hold that the price mecha- 
nism can no longer be relied upon to co-ordinate economic activities, or 
to bring about an automatic re-equilibration and industrial revival, be- 
cause of the growth of rigidities of one or another kind in the economic 
structure. 

If perfect competition and full freedom of prices in all industries and 
activities were necessary for the essential functioning of the market mecha- 
nism, the case would be hopeless, and would always have been hopeless. 
But the mechanism can and does work adequately despite many rigidities, 
if only new ones are not continually being created. As recently as 1920- 
23, the immense flexibility of our American economic system was im- 
pressively demonstrated. We had, then, a great long-term debt structure, 
publicly regulated railroad rates which were increased at the wrong time, 
just as the crisis began, noncompetitive public utility rates, labor unionism 
far stronger than it was in 1929, varying degrees of competition and vary- 
ing price policies among our great industries, and unequal declines in 
prices as the vast liquidation and readjustment came We had to make 
a readjustment unprecedented in magnitude in our commodity prices 
and in the direction of our industrial activities. We had to liquidate a 
vast volume of short-term commercial debt, and to transfer from banks 
to investors — at a price — an immense volume of government war debt. 
The mechanism worked. In about thirteen months — from July, 1920, to 
August, 1921 — we passed from a violent boom to the trough of a great 
depression. The readjustment of prices, wages, and types of activity, the 
liquidation or readjustment of debt, and the clearing of the air as to who 
was and who was not solvent were sufficiently accomplished by August 
of 1921 so that we can date the bottom of the movement at that time. 
The tide began to turn. Moving vigorously in the summer of 1922, there 
came a strong upswing in business, which reached boom intensity, with 
labor shortages in many lines, in February and March of 1923. 

Those who hold that our situation is so rigid today that the price mecha- 
nism can no longer work must not make their contrast between our ac- 
tual situation and some ideal picture of a frictionless "static state." They 
must show what changes have come since 1923 to make us too inflexible 
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to function, and they must show that these changes are inherent in the 
economic structure, rather than growing out of governmental policies. It 
is my contention that virtually all of the change since 1920-23 is a matter 
of governmental policy, and that a sound governmental policy, especially 
with respect to foreign trade, combinations in restraint of trade, price fix- 
ing and commodity price control, and money markets and capital markets 
will give us back an adequate flexibility. 

In 1920-23 we allowed the automatic forces of readjustment freedom 
to take their course. Since 1923, as I have shown above, governmental 
policy has been systematically directed toward preventing readjustment. 
We artificially stimulated business by feeding it excess money and credit. 
We used artificial measures designed to prevent necessary reactions and 
liquidations. These things were intensified by governmental policy follow- 
ing the stock market crisis of 1929. Since early 1933, the mass of govern- 
mental interferences with free markets and governmental policies creat- 
ing frictions and rigidities, has been appalling Automatic forces work 
with difiiculty under conditions like these! Even with all the handicaps 
placed upon it, however, the market-price mechanism is working today 
with remarkable efficiency. 

The theses of the foregoing paper are not in conflict with the humani- 
tarian demands made upon government for more widespread social wel- 
fare, for greater economic security, or for better distribution of wealth. 
The plea rather is that our economic mechanism should be left free to 
function with full efficiency so that there may be a rapidly growing social 
surplus out of which to meet these demands. Our great American econ- 
omy, functioning with full efficiency, can carry a heavy load. But a chroni- 
cally unbalanced government budget is a poor foundation for social 
security for anybody; and a crippled economic mechanism is a poor founda- 
tion for a more abundant life. 



ECONOMIC PLANNING AND THE PROBLEM OF FULL EMPLOYMENT 


By Calvin B. Hoover 
Duke Universtty 

In discussing the problem of economic planning, I am going to assume 
that planning means authoritative planning. It is perfectly possible, of 
course, to have purely advisory planning of the sort whose efficacy de- 
pends upon whether the advice is taken by those who hold economic 
power. Planning, however, becomes vital only when we reach the stage 
at which decisions are taken followed by action Consequently for pur- 
poses of simplicity I shall try to confine myself to the authoritarian aspect 
of planning. 

The argument in favor of economic planning by government has often 
been made to depend upon the alleged superiority in allocation of spe- 
cific resources attainable by the substitution of state authority for the 
decisions made by private persons and corporations under a system of 
laissez faire capitalism. One obvious test of this argument is to examine 
the record of the national economies in which a system of totalitarian 
planning is in operation. If this record is examined for evidence on this 
point we certainly do not find much support for this contention. Soviet 
Russia, the economy of which is the most comprehensively planned of all 
the totalitarian states, has not been able to avert recurrent acute shortages 
of goods which at times reach a condition of stark famine. Neither Italy 
nor Germany has been able to attain the level of production of socially 
desired goods and services which existed in either of these two countries 
when full employment of resources existed during the pre-totalitarian 
regimes. 

If it were possible to add to the total of goods produced for ordinary 
consumptive purposes the stocks of munitions of war which are being 
produced in these countries the record would be more impressive, of 
course. But there can be little doubt that these stocks of munitions are 
not produced as a result of the same sort of demand as that which exists 
for ordinary consumers goods. 

The strongest case for planning, however, does not depend upon su- 
periority of resource allocation. Such popular discontent with the system 
of laissez faire as expresses itself in the support for planning depends 
not so much upon the belief that planning will produce an allocation of 
resources superior to that under a system of laissez faire when full em- 
ployment exists but rather upon the belief that full employment is rarely 
possible under a modern system of so-called "laissez faire” while it can 
be attained under a regime of comprehensive planning. It must be ad- 
mitted that the record of the totalitarian states does indicate that full 
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employment of resources can be attained under a regime of planning either 
under a completely collective economy or under a regime which preserves 
some remnants of capitalism as in the case of Germany. To the extent 
that full employment is conceived of as an end in itself, so much must 
be conceded to totalitarian planning But full employment under war- 
time conditions could probably be easily attained by our own economy, al- 
though no doubt by means of the institution of a considerable degree of 
governmental intervention 

Even if the production record of the totalitarian regimes had been far 
more impressive than it has been, the question would arise of whether 
these material gams could offset the losses suffered in terms of human free- 
dom I think we should undoubtedly have to answer this question in the 
negative. 

The experience of the totalitarian states does not prove that the extreme 
deprivation of individual liberty which characterizes these regimes is an 
inevitable concomitant of comprehensive planning Nevertheless the rec- 
ord of these states does create such a presumption For it is difficult to see 
how complete and authoritative planning could be carried on by a state 
organized with the constitutional devices aimed at the protection of the 
individual against the state which exist under the parliamentary democratic 
states. These devices may not always be as effective as one would wish in 
protecting civil rights of individuals, but they are very effective in hamper- 
ing the state in functioning in a positive economic role. 

The record of the relatively feeble attempts at planning under the 
New Deal have not on the whole been such as to strengthen the case for 
planning even among all those of us who participated in some fashion 
in these attempts The growth of bureaucracy, the power exerted by pres- 
sure groups upon governmental administrators, the failure of planning 
efforts to attain the desired purposes, the suggestion of what a fantasti- 
cally colossal task the centralized direction of an economy would become, 
all contribute to the conclusion that the amount of planning carried on by 
government should in general be restricted to the minimum which neces- 
sity dictates 

Although I am convinced that such experience as we have is decidedly 
unfavorable to total planning by government, I do not believe that the 
evidence indicates at all that the modern economy can be expected to 
function satisfactorily without a substantial degree of intervention by 
government. I am convinced, indeed, that the picture of our existing 
economy which the opponents of planning often present is fundamentally 
incorrect. This picture is essentially that of an economy which would 
operate at full employment if only government intervention in the econ- 
omy were avoided Ideally, in this economy of pure and perfect competi- 
tion, equilibrium would reign, with just the right interest rate to insure 
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the best allocation of resources as well as the proper balance between re- 
fraining from consumption and investment, the right wage rate so that 
there would be no imemployment, the right prices for commodities so 
that marginal costs and prices would coincide, with all factories produc- 
mg at capacity, with all entrepreneurs having no concern for the market 
but producing and putting their goods on the market for what they would 
bring or withdrawing and going into other lines of production, etc. No 
one maintained, of course, that such ideal conditions ever existed, but 
an economy without government intervention was supposed to approxi- 
mate these conditions 

Instead we actually have quite a different sort of economy. Primarily 
it IS more and more an economy in which the entrepreneur must be con- 
scious of the effect of his actions upon the market price of his product, 
in which the pricing process becomes more and more one of **adminis- 
tration,** in which, furthermore, considerations other than those of im- 
mediate profit influence the decisions which have to be made For instance, 
anyone who has followed the history of the price and wage policies of 
the steel industry during the past couple of decades would find it difficult 
to explain these policies in terms of old style competitive price analysis. 
The most recent price decisions taken by the industry apparently reflect 
considerable concern for public opinion, fear of governmental action, 
and some sense of responsibility for the whole price level of our econ- 
omy. 

Our present economy is one in which wages are not determined pri- 
marily by competition between numerous employers on the one hand and 
between innumerable employees on the other but instead largely by ne- 
gotiations between corporations or associations of employers and labor 
unions; in which the interest rate is less affected by variations in men's 
willingness to refrain from consumption than it is by a complex of the 
state of business activity, the decisions of the Treasury and the Board of 
Governors of the Federal reserve system; in which the amount of capi- 
tal goods which comes into existence is determined less by the interest 
rate than it is by the expectations of entrepreneurs; in which the expecta- 
tions of entrepreneurs depend upon the existence of a general demand 
for commodities which in the economy of the nineteenth century could 
usually be taken for granted. 

In the economy which actually exists, full employment is no longer 
something which will automatically occur as an innumerable number of 
competing entrepreneurs make decisions which keep the economy in bal- 
ance. Whether under conditions of full employment or not, the economy 
is now governed by more or less conscious decisions made by few enough 
individuals or institutions so that the process cannot be viewed as sub- 
stantially an automatic one. Incidentally, it is apparently true that the 
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greater the degree of unemployment of factors of production, the greater 
the degree of ''administration/' The most important and practical re- 
sult of this IS that our economy is always liable to find itself in circum- 
stances under which the purchasing power for the product which it is 
capable of producing is not available. The reasons why this purchasing 
power is not available at a given moment are very complex and differ 
from one conjunctural period to another. For example, the critical factor 
at one moment may be the fear of business to expand plant; at another 
time it may be the fear of consumers to spend. Factors of a different or- 
der may be the relatively too high price of structural steel or the relatively 
too high wages of labor in the building trades, to mention only a very 
few. 

This means that the economy is to a degree at the mercy of a great 
number of largely unco-ordinated decisions In the typical capitalistic 
economy of the nineteenth century these unco-ordmated decisions did 
not usually produce trouble, for the relative simplicity of structure of the 
economy and the multiplicity of the productive units making it up was 
such as to produce, paradoxically enough, a high degree of over-all auto- 
matic co-ordination. 

It is not merely that the complex of institutional decisions which are 
made in course of the functioning of our present economy may or may 
not produce conditions of full employment. The complex of decisions 
which are made may produce full employment under widely varying 
combinations of economic factors and forces. 

It is doubtful whether ever since 1914 our economy has provided em- 
ployment without some "artificial" insertion of purchasing power. Dur- 
ing the war this artificially created purchasing power was provided by 
the demand for munitions. For a time after the war it was provided by 
the land boom in the Middle West. Following the collapse of that boom 
in the depression of 1921, purchasing power was provided by a combi- 
nation of urban real estate booms, the securities boom, loans abroad, and 
installment credit. 

I wonder whether we are all quite sure that if there had been no real 
estate booms, no securities booms, no loans abroad, and no installment 
credit, the capital funds which were so employed would otherwise have 
been invested to increase the output of consumers goods whose purchase 
would have been made possible through lowered prices or higher dis- 
bursements to laborers and other producers? For if we are to continue to 
espouse the theory of an automatically regulated economy, that is sub- 
stantially what we must believe, unless we are willing to allow the econ- 
omy to depend upon more or less fortuitous booms for the necessary pur- 
chasing power to keep it functioning. 

Just as full employment has been attained in the past under widely 
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varying conditions so might full employment be attained in the future. 
We might attain full employment by means of a huge increase in the 
construction of public works, by means of directing the economy towards 
the production of munitions of war, or through a huge expansion of the 
capital goods industries. It is just barely possible that full employment 
might momentarily be attained by the election of Herbert Hoover in 1940 
and the repeal of all New Deal legislation. 

We might attain full employment with a high interest rate or a low 
interest rate, with high wages or low wages. It might be easier to attain 
full employment with the mterest rate relatively low than relatively high, 
with wages relatively low rather than relatively high, but we surely can 
conceive of at least temporary full employment under certain circum- 
stances in either case. 

It might be desirable to take the example of the wage rate to explain 
what I mean in this connection. I believe it has been at least implicit in 
what is generally understood to be orthodox economics that there is at 
any moment a natural rate of wages which would be worked out through 
the principle of marginal productivity if neither the government nor trade 
unions interfered and that no wage higher than this could be paid by in- 
dustry which would be consistent with full employment. Most economists 
who have held this view have, I believe, explained unemployment of* 
workers, and indeed of all factors, in terms of misguided efforts to raise 
wages above this ''natural” level. Many who have held this view have 
believed that wages during the last ten years have been so high as either 
to cause the depression or to be responsible for its continuance, or both. 
Some have taken the position that there could not be any expansion in 
employment of workers during this period if there were any general in- 
crease in the level of wages Indeed, I think these latter have been more 
consistent and logical in their position than those who have balked at 
this final step. 

Now we know that it has been possible to expand employment during 
this period in the face of rising wages, for the simple reason that it has 
happened. It is perfectly possible that employment might have expanded 
more rapidly had wages not advanced so much, but the important fact 
is that employment did increase along with wages. I wonder how many 
of us are sure that we could not attain full employment with the present 
wage structure if we could have sustained demand for the products of 
industry.? Suppose that the needs of the Allies in the present war were 
great enough to produce a constant expansion in the demand for the 
products of our industry. Suppose further that the Allies could pay for 
their increased purchases either with gold or through the sale of com- 
mercial securities. How many of us are sure that substantially full em- 
ployment could not be achieved if this wartime demand were strong 
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enough and lasted long enough? Nor would the process necessarily re- 
sult in lowering of real wages, if the output of consumption goods for 
sale in this country increased concurrently and sufficiently — and it is not 
at all impossible that this could happen. 

It would be just as easy to sketch a hypothetical situation in which full 
employment might have been reached with the level of real wages some- 
what less than it actually has been, although in this case I am quite sure 
purchasing power would have had to be provided in some fashion or 
other, through increased dividend disbursements, increased expenditures 
for capital construction by business, social security payments, increased 
governmental expenditures, or by some combination of these and other 
ways. 

Another way of attacking the same problem is to suppose that all 
economists had been asked in 1933 what they thought the most desira- 
ble level of wages would be in order to promote employment. We would 
have certainly received a wide variety of answers. Now was there some 
one answer which was right and would all the others have been in greater 
or less degree wrong? I think the answer must undoubtedly be that full 
employment could have been attained with a wide variance in the wage 
level, while under certain circumstances no wage level would have made 
full employment possible. 

In other words there was no one wage rate which was the ^naturaF' one 
and which if government and the trade unions had permitted it to exist 
would have produced full employment or would have guaranteed the 
maintenance of full employment after it had once been attained. If the 
Federal reserve system and the Treasury followed an easy money policy 
it might have been more advantageous to have had one level of wages; 
if a diflFerent monetary policy had been followed, a different wage policy 
might have been advisable So with the factor of business confidence. A 
level of wages might be consistent with full employment under con- 
ditions of buoyant business sentiment, while another level might be more 
conducive to increased employment under conditions of business despond- 
ency. Further, while full employment might be attained with either wage 
level, it is quite likely that one of the two would be superior from the 
point of view of the duration of full employment 

In a certain sense this has definitely optimistic implications. There is 
not some one perfect condition of balance which must be obtained in 
order to have full employment, and consequently the chances of its at- 
tainment become the greater. But the implication is not wholly optimis- 
tic. The condition of full employment is not synonymous with that of 
a perfect economic balance which could be expected to maintain itself 
if undisturbed on account of some fundamental superiority. 

While just now our immediate concern seems to be to get full em- 
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ployment under any circumstances, the problem is not only to attain full 
employment but to attain it without using means which are in themselves 
socially disastrous, such as war or setting up a totalitarian regime, and 
to attain it so that there will be the minimum of forces pushing towards 
a new collapse with recurrent unemployment of resources. 

Whether we are going to approach full employment of resources in 
the near future and whether we shall approach full employment under 
circumstances more or less socially desirable will not depend simply upon 
automatic forces. Nor do I believe this would be so if government could 
be induced to refrain from action in the economic field altogether. Whethei 
we attain full employment and how we shall attain it is going to depend 
upon a myriad of factors and the interaction of those factors on each other. 
It will depend upon the decisions made by the Board of Governors of th( 
Federal reserve system, the Treasury, and the President of the United 
States with regard to monetary and credit pohcy, upon the decision of 
the officers of the United States Steel Corporation with regard to the 
price of steel and the wages of workers in the steel industry, upon the 
decisions of the union leaders with reference to the wages in the build- 
ing trades, upon whether or not we maintain our present cash-and-carrj 
policy with regard to the sale of supplies to warring nations, upon whethei 
or not businessmen follow optimistic investment policies, and so on ad 
infinitum. 

Human beings will make these decisions and some of them will be 
crucial. It is impossible that they could all be co-ordinated by some central 
intelligence If it were possible for omniscience and omnipotence to do so 
no doubt we would indeed have the optimum utilization of resources. 
Fortunately we can get along not too badly upon something much less 
perfect. When the concatenation of administrative decisions does not pro 
duce full employment it is always possible by means of governmental 
intervention in the form of relief and employment creation projects tc 
bridge over a crisis without social disaster. It would be preferable, ol 
course, if this could be done with the maximum of efficiency and econom) 
on the one hand and on the other that businessmen should not be fright 
ened out of their wits when it does become necessary. 

This IS not to argue for a moment that our economy operates on the 
basis of purely arbitrary decisions of entrepreneurs and institutions. Ir 
the vast majority of decisions which are made there are very definih 
factors which determine the limits within which decisions may fall. Bui 
these limits are often broad enough so that the decisions which are made 
either individually or cumulatively, may produce unfortunate results foi 
the whole economy. Yet these limits paradoxically enough may preveni 
the total results to our economy from being utterly disastrous. 

To say that the economy is at the mercy of decisions of the sort I hav< 
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desaibed is to leave the picture far too dark. It seems highly probable 
that if we can give over the idea on the one hand that our only alternative 
is to adopt a system of totalitarian planmng and on the other hand give 
over the idea that the economy would operate automatically at full employ- 
ment if the government would not intervene, we would have helped to clear 
the ground so that the institutional control of our economy would have 
a better opportunity for socially satisfactory evolution. 

If it were generally recognized, for example, that decisions which had 
to be taken often involved considerations other than those of the most 
immediate profits of a particular firm, the decisions which were made, 
even without governmental control or regulation, might be wiser. From 
a longer range point of view, we could even someday start training econo- 
mists who would serve business in making these decisions. As long as 
we hold to the belief that business enterprises do not have to concern them- 
selves about such matters, this is of course not feasible. 

Thus our economy is one in which, for many of its sectors, critical 
decisions have to be made by institutions or by individuals or small groups 
of individuals, who represent larger groups of employers or employees or 
independent producers such as farmers. It is going to be necessary to 
slowly evolve the relation of government towards the various sectors of 
our economy in which this is true. In some cases this will mean an attempt 
to strengthen competition and to preserve as long as possible as much 
of the old market economy as possible In other cases limited regulation 
by government and in still other cases the status of public utility regulation 
might be preferable. The problem of specifically undesirable trade prac- 
tices would still remain, of course. 

If there is anything which we should have learned from the fluctuations 
in production and consumption during the last couple of decades it is 
that we can never be sure that the composite of economic decisions made 
by corporate executives, small businessmen, labor leaders, bankers, con- 
sumers, savers, and others will produce the aggregate of purchasing power 
necessary to take the product which industry is capable of producing off 
the market. I may say parenthetically that this is too simple a way to 
state the matter but for the present purposes it will serve. Certainly it is 
impossible to deny that over and over again during the present depression 
we have had temporary revivals of production which faded out because 
increased production could not be moved out of warehouses or even off 
the assembly lines. 

It is almost certainly going to be necessary for governmental agencies 
to intervene in this situation in the future as has been done durmg the 
present depression in an effort to keep up the demand for commodities 
when it would otherwise seriously flag. This intervention can be expected 
to follow the already familiar channels and perhaps some new ones as 
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well. Intervention through monetary policies of the Treasury and the 
Federal reserve system, the federal taxing program, public works, and so 
on are likely to continue to be used for this purpose It is immensely im- 
portant, however, that the theoretical background necessary in order that 
decisions of this sort can be most wisely made should be further developed. 
Likewise the possibility of new devices which could be employed with 
the minimum of detailed intervention in the operation of individual and 
corporate business should be studied. For example, the possibilities of the 
development of the federal social insurance system with the goal of adapt- 
ing its functioning to the long-run aspects of the provision of purchasing 
power certainly deserves further study. 

But apart from the part which government is to take in the direction 
of the diflferent sectors of the economy there will arise an ever growing 
need for the recognition of the heads of aggregations of capital and labor 
that they must make decisions which involve a sort of planning The 
decisions which they must make are likely to be governed by factors much 
different than those which governed the decisions of enterpreneurs in an 
economy of small-scale competing industries It is possible that some 
sense of public responsibility could be developed among the leaders of 
industry and labor so that planning decisions would be made in which the 
shortest-term interests of the men who make the decisions would not always 
prevail. Finally, it is first important that it be realized that in many of the 
decisions made by corporate executives, labor leaders, bankers, and govern- 
ment officials, aggregate purchasing power is likely to be affected. Guidance 
in making decisions which will not have unfavorable results in this respect 
depends primarily upon the development of a more adequate economic 
theory in this field. 

The problem of deciding what the irreducible minimum of regulation 
and control by government agencies must be throughout the economic 
complex becomes likewise more nearly capable of solution once we aban- 
don the concept of a deceptively simple economy. We are never going to 
have a final solution to this problem, since the decision every year would 
properly be different from that of the year before. We can only depend 
upon a sort of evolutionary groping towards a solution. But I have con- 
siderable confidence in that process of evolutionary groping if we can 
exorcise the poltergeist which manifests itself either in the form of the 
conviction that we must set up totalitarian planning or in the form of the 
belief that if we remove all governmental control a nineteenth century 
economy will once more materialize. 



PLANNING FOR PEACE 


By Moritz J. Bonn 
London School of Economics 

I 

Modem planning was first undertaken in the World War, when scarcity 
of commodities and shortage of man power led to an attempt at sub- 
stituting central state control over production and consumption for con- 
sumers' sovereignty. No profound change of principles in economic man- 
agement was intended; a series of purely opportunists measures each of 
them the unexpected outcome of previous measures was taken, which 
finally looked not unlike a deliberately devised system of planning, with a 
strong collectivist undertone. The Code of War Legislation under which 
this planning was made possible in Great Britain was abbreviated in 
"Dora" (Defense of the Realm Acts). Since many of them could be 
described as socialist, war planning might be defined in racing language 
as "the oflFspring of Karl Marx out of Dora." This affinity between com- 
pulsory war economics and coercive collectivism had appealed to socialists 
even during the war; they and their sympathizers desired for this reason 
to continue planning in peace. 

Planning for peace is, however, different from planning in peace. Its 
object is not a better stmcture of income, output, or enjoyment; it is 
not aiming at the abolition of consumers* sovereignty but at the prevention 
of war, either by eliminating its causes or by obstructing armaments or in 
preparation for war 

This was the topic originally assigned to me It could be accomplished 
by peace loving nations through the formation of pools in key materials, 
on the possession of which long-sustained war efforts must depend. I had 
outlined a plan for achieving this a year and a half ago It suggested the 
co-operation of the great raw material producing countries, especially the 
United States and the British Empire; it tended to establish simultaneously 
a certain stability of prices — an attempt which was bound to fail on a 
purely national basis — and a fair distribution of such materials An inter- 
national administration was to be formed to insure a fair share of such 
materials to all peaceful consumers and to prevent at the same time the 
accumulation of war reserves by aggressor countries. This planning for 
peace implies the imposition of a workable system of prewar sanctions; 
it must be closely co-related to disarmament, with the double intent of 
making war superflous from an economic point of view, since all legitimate 
demands would be satisfied, and of making it so diflicult for would-be 
aggressors as to nip it in the bud. Economic sanctions to stop war after 
it has broken out have failed, mainly on account of improper application. 
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Prewar sanctions to prevent war have never been tried. The mere fact that 
Germany went to war at a time when she considered herself sufficiently 
well equipped to face the Allies proves beyond doubt that no serious 
efforts were made to prevent her from arming; it demonstrates, moreover, 
the baselessness of her claim that she had no raw materials. There is no 
use in taking up this problem at the present time. It is more to the point 
to discuss whether and what plans can be made for permanent peace. 

II 

This involves a threefold issue, frontier (territorial) planning, struc- 
tural planning, and functional planning. Territorial planning covers 
attempts at drawing frontiers in such a way as to safeguard adequate natural 
resources to every nation; structural planning deals with the structure of 
states as a factor affecting peace, and functional planning devises measures 
by which the functions of existing societies can be so modified as to 
safeguard peace. 

The second question can perhaps be most easily answered. Does any 
particular structure of society guarantee peace? If so, must it be accepted 
universally and can this be done by peaceful measures without civil war? 
It has of late been the fashion, especially in Anglo-Saxon intellectual milieus 
to assert that wars are mainly due to the capitalist system, which but for 
them would wither ignominiously. I doubt very much whether Karl Marx, 
who after all was a very learned man, would have enjoyed this “rebunking’* 
of history In a purely factual way this question has been settled by Stalin's 
unsolicited, magnificent contribution to the theory of social evolution: 
his invasion of Finland, which proves satisfactorily that communist societies 
act in no way different from bourgeois societies when faced by similar 
dangers, though of course their noble motives justify ignoble methods in 
the eyes of the faithful. This problem might be nonexisting after the trans- 
formation of all states into equally well-advanced socialist or communist 
republics; it would be far more difficult to settle by peaceful means than 
the program of the Manchester Liberals which demanded peace, free trade, 
and good will amongst nations Civil war on the scale of a world revolution 
might moveover be rather a high price for external peace. And it must 
be pointed out that the structure of aggressive states like Germany, Italy, 
and Japan is very much more collectivist than of the older, more peaceful 
capitalist societies. 

The mam economic problems of peace will arise from the position of 
these aggressive, collectivist states. The present economic system of Ger- 
many, which is the most perfect type of war collectivism, pivots around 
price and exchange control. Exchange control has enabled Germany to 
maintain a fictitious parity of the mark to gold; it had made it possible 
for her government to regulate her foreign debts in an arbitrary way. It 
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has very nearly stopped the flight of capital. It has successfully isolated 
the German price level and handed over to the government the complete 
control of foreign trade relations. It has made tariffs almost superfluous. 
By refusing ex^ange for the purchase of particular foreign goods, the 
government can differentiate between different classes of imports; it can 
shift purchases from one country to another, and even discriminate between 
individual firms. Exports which must provide foreign exchange need not 
cover costs; they can be subsidized from profits made in the home market. 
As long as the value of the total national output leaves a suflScient margin 
over costs, a percentage for wear and tear, and sufficient scope for essential 
new equipment, a country can be kept going. Thanks to this system Ger- 
many has been able to squeeze great quantities of material from foreign 
countries, on terms she thought advantageous. She was never unable to 
pay for raw materials, but she suffered by diverting it to uneconomic pur- 
poses and by investing it in armament plants. She has narrowed the margin 
of national profits by preferring the production of national goods under 
most unfavorable conditions to imports from abroad. Her physical plants 
will be much deteriorated at the end of the war She cannot draw many 
supplies from abroad, since neither accumulated reserves nor current pro- 
duction will suffice, heavy inroads on her physical capital are inevitable. 
A large part of her national savings has gone into war plants; they cannot 
be turned easily to competitive markets, once government orders cease Her 
railroads are physically in a bad shape, her forests overcut, repairs are 
neglected, the soil may deteriorate, and labor will become less effective. 
Germany has developed an all-round system of war economy, with fairly 
stable prices. By a combination of rationing and control a rapidly growing 
percentage of everybody's income is taken over by the state in taxes or 
loans Collectivism permeates the pores of her economic body An ever 
increasing part of the nation's wealth is lent to the state, and the state 
digs deeper and deeper into the pockets of its subjects. Property rights 
are still maintained, but greatly weakened, their possessors are not expro- 
priated, they are degraded and turned into functionaries, who work under 
the state and for the state A kind of collectivist hierarchy in the form of 
military or barrack-room socialism has been established 

This system is much more collectivist than any of its predecessors, though 
it is by no means egalitarian. It is more nationalist than anything yet devised, 
for all its functions are becoming state functions, invested with the dignity 
of a sovereign government. It has been organized on the theory that war 
is the normal occupation of society. Can it be switched effectively towards 
peace objectives, or can it be scrapped in order to guarantee peace? 

Whilst Germany maintains her system of exchange control, her collec- 
tivist structure will scarcely disappear. It is not easy to change. Unfortu- 
nately, it cannot simply be replaced by devaluation, even if devaluation 



Economic Planning 275 

were to go very far and to wipe out most of the value of the mark. The 
German people will be greatly impoverished. They will no longer be able 
to pay for large quantities of foreign luxury goods, like tea, tobacco, and 
coffee. Whilst the need for paying for them by export will thus disappear, 
the markets which were willing to purchase German goods will be dislo- 
cated. Germany will find it very difficult to sell goods abroad in order to 
get the raw materials needed by her manufacturing plants; for once her 
power of coercion has gone, the “blocked mark” game with her neighbors 
will no longer pay. A system of autarchy need not bother about costs of in- 
dividual branches of industry; a competitive system must Germany will find 
It very hard to adjust herself to foreign markets. She will scarcely be able 
to start without raw material credits, and she may not get them as there 
is no certainty of her being able to repay them by foreign exports It 
certainly cannot be done before her old debts are settled, and no settlement 
will be really satisfactory to her creditors. 

The transformation of Germany's semiautarchic collectivist economy into 
a freer system must involve a great deal of suffering. The German people 
may not be inclined to run the risk of returning to a social system which 
neither offers wealth nor wages all round, if the rest of the world is not 
ready to help them And the rest of the world will have to face the issue 
whether it prefers to offer loans and opportunities to a nation which may 
not use them wisely, rather than to confront a dismembered, disgruntled, 
collectivised race which must cling to spartan simplicity because it cannot 
afford anything better. 

Ill 

The father of modern planning, J G. Fichte, held the opinion that wars 
were due to international trade rivalries and to the struggle for colonies 
In order to insure peace, trade should be completely dropped. Every country 
should become self-sufficient and organize production and consumption by 
planning. The great inequalities in territorial resources between various 
countries should be moved by the exchange of territory against gold. In 
a self-sufficient economy, gold, he argued, would no longer be needed; 
it should be used for making the necessary territorial adjustments by buying 
land for insufficiently-equipped nations. Unfortunately this method is not 
applicable in present-day circumstances, for the countries who desire addi- 
tional territory have no gold. Moreover, exchange of territory, especially 
on a large scale, has become difficult since the advent of modern national- 
ism, to which frontiers are mere functions of race which must expand 
whenever the race increases in numbers. They must moreover include all 
areas inhabited by members of this race who live under foreign domination. 
This concept has hitherto caused unsurmountable difficulties, since frontiers 
frequently cut across nations until Hitler made a magnificent contribution 
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to planning by repatriating the Germans in the Baltic without an exchange. 
In his view Germans living abroad should be so happy at being reunited 
with the mother country that they should gladly accept compulsory repatria- 
tion and relinquish possessions and opportunities abroad. Thus a race which 
has not suflScient living space at home can yet be made happy by the 
addition of exiled brothers and sisters. The temporary reduction of its 
standards of living, which this would imply, will be offset by an increase 
in numbers which will raise its military strength and enable it later on to 
conquer additional lands. 

Territorial redistribution on such a scale as to bring about universal 
contentment amongst the European nations is, however, not likely to happen. 
A victorious Germany would not aim at permanent peace; a German defeat, 
on the other hand, would scarcely offer to Germany, Italy, or Japan the 
living space they crave for. The non-German nationalities in central and 
southeastern Europe would not accept German domination and offer their 
lands for German settlements. They would scarcely be willing to exchange 
their domiciles with Germans by triangular arrangements. There is no 
reason to assume that the Poles in occupied Poland will be ready to leave 
their country and to go to Rumania, from where transylvanian Germans 
could return to Germany 

Small rearrangements might be possible since Hitler himself has shown 
the way. They do not solve the problem of living space Nor would the 
exchange of a few colonies help much, since the total additional resources 
thus gained would not be very considerable, especially as poor countries 
do not possess capital for developing colonies rapidly. The pooling of 
colonies by an extensive mandate system would help even less. It might 
be a moral concession; it is not an economic cure. 

IV 

There remains a third possibility, functional planning, the working of 
existing institutions in the interest of peace. As change in the structure of 
society is not likely to guarantee peace, and as no adequate redistribution 
of territories is to be expected, a sterilization of frontiers might accomplish 
this object. If frontiers were no longer obstacles to international economic 
intercourse they would lose part of their sinister significance. The poorer 
countries could participate by free imports in the wealth and in the untapped 
resources of richer countries. Some vision of this sort emerged in the 
middle of the nineteenth century, when huge, comparatively unhampered 
trade movements were accompanied by mass migration and large capital 
transfers. But these days of "the winning of the west" have gone for 
good; the period of primary colonization is over. No resumption of large 
migration movements is likely to* happen. A thorough sterilization of 
frontiers would moreover imply a considerable shifting of men and wealth 
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towards the most favored parts of the earth; it would end in the mixing 
up of nationalities, and greatly deplete poorer countries. The transition 
would be extremely painful and very expensive, though of course very 
much less painful and less expensive than a series of world wars. As it 
would disturb the relative importance of many states it is very unlikely 
that their governments would favor it. 

There has been a tendency towards a reduction of sovereignty in the 
political field as shown by the formation of the League of Nations and 
the various schemes for collective security. It was accompanied by an infla- 
tion of economic sovereignty which culminated not so much in the adoption 
as in the apotheosis of currency manipulation, the most effective measure 
of ruthless nationalist planning By its very nature planning expands the 
sovereignty of the state at the expense of the sovereignty of the consumer. 
The same governments who earnestly strove for collective scurity in politics 
increased insecurity in economics by fostering isolationist’s separatism as 
the natural outcome of national independence. I doubt very much whether 
the vested interests in various countries — and in this respect labor is as 
much a vested interest as capital — ^would permit a thoroughgoing steriliza- 
tion of frontiers. The attempt could only be successful if efforts were 
maintained over a long period; but before the pains of transition were over 
a violent reaction would set in. Governments, after all, are not in the 
habit of abolishing themselves or of diminishing their own importance, 
especially since they control today very much more efficient weapons for 
economic aggression than tariffs. Quotas, embargos, and currency manipu- 
lation can easily circumvent or undermine old-fashioned international com- 
mercial agreements. 

But there is one method by which frontiers have been made innocuous 
in the past: federation. Governments have sacrificed part of their sovereignty 
when menaced by grave dangers or when large tangible benefits were held 
out to them. Federation did not prevent the shifting of economic and 
political power between member states. In fact, it facilitated it It made 
it, however, harmless, provided the strain was not so great as to lead 
to civil war. Are the poorer, dissatisfied states today ready to enter a 
federation and to see their relative importance diminish, in return for the 
promise of permanent peace? Are the more powerful states prepared to 
barter away the sovereignty and the independence they believe they can 
go on enjoying for the hope and the responsibility of becoming the leaders 
in a world commonwealth of nations? 

All belligerents will be impoverished. Whilst the allies may escape 
serious inroads on their physical national capital by parting with gold 
and foreign securities and by relying on credits in the Dominions, their 
position as creditor nations will be shaken. They must either reduce imports 
considerably or increase exports. The pressure of taxation will diminish 
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imports, whilst exports can grow only if the purchasers of European 
investments will increase their consumption of foreign goods; the 
outcome will depend a good deal on the commercial policy of the United 
States. As it is, the United States has difficulties in disposing of her 
surplus products. These difficulties will increase greatly when her customers 
have be^ impoverished; and they would become almost unsurmountable 
when repayments of interallied debts are resumed. The handling of inter- 
allied debts by European governments has not been a very creditable per- 
formance; and the lending policy of the United States in the postwar 
period has not been very wise. An exchange of mutual recriminations, 
whether justified or not, will not correct past errors. No plan for peace, 
however, is workable without a previous settlement of international debts 
For without it, currency stabilization is out of question and without some 
sort of stabilization normal international economic relations cannot be 
resumed. As long as devaluation or exchange control can be freely resorted 
to, economic national sovereignty is unlimited. They make intelligent 
planning for peace impossible, except when managed by a supreme world 
government. They have so far offset most modest efforts for international 
co-operation, such as commercial treaties, stable tariffs, or the most-favored- 
nation treatment clause. Anyone who wants to plan for peace must insist 
on currency stabilization. If he prefers to do so without a return to some 
sort of gold standard, I make him a present of the additional difficulties 
which will have to be encountered. 

The impact of the war has already resulted in some sort of provisional 
stabilization, in the pooling of resources, and in talks on federation. 

The leading statesmen of the world hold out a promise of a federation 
of the world or at least of Europe. The establishment of such a federation 
would guarantee peace, provided it were not broken by civil war. No 
federation can be established which does not sterilize economic frontiers 
whether represented by tariffs or by less visible obstacles. Can we really 
hope that British and French statesmen are ready to scrap their economic 
boundaries and to admit all nations of good will on equal terms to a share 
of their internal markets.^ Do they really plan a kind of European customs 
union the members of which will enjoy complete equality of opportunity? 
It would imply not only an assimilation of tariffs but of taxation, trans- 
portation, and immigration policies. It would have to bring in the colonies 
controlled by the mother country, whilst the independent dominions might 
stand out. The political problems presented by such a union might be 
pushed back. The various German states which later formed the German 
Empire retained political sovereignty imder the Zollverein. A customs 
parliament was established on a very democratic basis which passed tariffs 
and was exclusively limited to economic legislation. Something of this 
sort might be attempted as a halfway step to European federation. 
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But the economic need for federation is not very pressing in the great 
empires; the smaller and poorer countries feel cramped, and the economic 
importance of federation does not so much lie in the elimination of frontiers 
as in the cessation of government efforts fostering national industries which 
are superfluous from a consumer's point of view and of intensifying agri- 
culture which should rather be contracted. When countries federate who 
produce the same goods but have no markets for them they will not profit 
very much. But when complementary countries join one another and espe- 
cially when they represent well-established geographical units they can 
prosper. 

For a long time the space in Central Europe between the French and 
Russian frontiers was filled by two custom unions, the German Reich and 
the Austrian monarchy (which at one time reached deep down into Italy 
and into the Adriatic) During a few decades Austrian statesmen endea- 
vored to combine both areas in one custom unit. They failed in the teeth 
of Prussian opposition But the idea never died completely The present 
German government is trying to accomplish it by unacceptable methods. 
They still fail. No Central European economic union can last which is built 
on the subjection or the eradication of non-German people The greatest 
obstacle to a reasonable solution of Central European problems is the 
animosities which the Hitler regime has aroused As long as they last, po- 
litical federation is out of the question. But intergroupal business arrange- 
ments might be possible. A kind of customs union between Austria, 
Czechoslovakia, Hungary, and Poland might be accomplished, and a similar 
one might be established between various Balkan states, it is unlikely that 
these two groups could be fused immediately into a single unit But they 
could grant preferential treatment to one another and, on the basis of 
reciprocity, to a regenerated Germany and to Italy. No large customs union 
is yet possible Political sovereignty would be maintained, except in so far 
as modified by membership of the League of Nations, but economic 
sovereignty would be curtailed The Central European groups would not 
attempt to form a self-sufficient unit; they could and should not do so. They 
should continue to rely on foreign trade and on foreign credit, but they 
should be allowed to make preferential arrangements among their members 
irrespective of the most-favored-nation treatment clause, in the same way 
in which the members of the British Commonwealth of Nations have been 
permitted to make use of concessions amongst themselves. 

Some plan of this sort will have to be devised if we desire permanent 
peace. It may frighten some, for it accepts the fact that eighty million Ger- 
mans can neither be ignored nor wiped out, and it assumes that they will 
be much less dangerous when they are prosperous and, being wedged in 
between other people, are co-operating with them, than when they are 
starved and feel ostracized. But the process of regimentation in Germany 
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may have gone too far to permit such arrangements; in that case a collec- 
tivist Central Europe seems inevitable. 

I have tried to outline a plan for the future, from the facts of the present, 
and the discernible tendencies of the past. It is very modest, a mere begin- 
ning; it may not appeal to ardent world reformers; on the other hand it 
may well arouse criticism of people who concentrate on existing difficulties. 
It may offend realists as well as idealists. 

Nothing to my mind is more contemptible than that sort of realism 
which meekly bows its knees to facts, and invests them with divine im- 
mutability. I have no use for it But nothing on the other hand seems 
cheaper to me than the sort of idealism which soars so high that it cannot 
be burdened with facts when rushing merrily through empty space. 



THE GROWTH OF RIGIDITY IN BUSINESS 
(A series of four papers and discussion) 

DURING THE MIDDLE AGES 

By N. S. B. Gras 
Harvard University 

I 

In the behavior of business there are two extreme patterns. One is elas- 
ticity with many rigidities. This is the pattern that has grown up unplanned 
and has spread its variegated self over the pages of history This is the 
real behavior of business as we know it — elastic, fluid, even fickle In this 
system some men gam wealth, others are thrown into poverty All strive 
for income, but most find that circumstances, including rigidities, hold them 
back, sometimes from disaster, sometimes from success. 

The other pattern of business behavior is still an ideal, not a reality. This 
is stability aimed at through the operation of some system or through plan- 
nmg Men have never ceased to long for a golden age, a haven of safety, and 
a utopia of dreams They have reacted from the elasticity that has put them 
upon their mettle and ended by giving them only a competitive reward, 
one too small to meet their needs. In the dream world of relief from a too 
elastic behavior of business, resulting in suffering and uncertainty, men 
have cried out for stability. They want no depressions and no unemploy- 
ment. They want none of the uncertainty that lies in elasticity. They want 
a stable income Their leaders realize, however, that, in attempting to secure 
elasticity, they might create conditions that would become fixed and act 
as a drag on general progress For instance, it is a commonplace that a 
minimum wage tends to become a maximum wage Fearing to go too far 
away from elasticity, the leaders amplify their ideal of stability by calling 
for ‘'stabihty without rigidity.'' 

In emending their slogan in this way, the proponents of stability pro- 
claim their fear that their efforts at stability will in fact involve more or 
less rigidity. Thus, in the two antithetical patterns of business behavior 
there is in the one case an actual rigidity and in the other case a hypothetical 
or anticipated rigidity. In other words, in both the elastic and the stable 
patterns of business, rigidity plays a part. It seems to be a safe conclusion 
that rigidity is an ever present factor to be reckoned with in business, both 
m the systems that in fact have evolved and in those that may be devised. 

The importance of a factor that may act as a drag on the attainment of 
an ideal or the execution of a policy is hardly to be gainsaid. A little re- 
flection shows that the subject requires theoretical analysis and historical 
exposition. At present we have but little of either, for business behavior. 



282 


Amertcan Economic Association 


except in its cyclical aspects, has been little considered in detail, at least for 
publication. What we can do in this conference is probably largely ex- 
ploratory and inconclusive We may hope, however, that the different points 
of view and the various facts and generalizations presented may be helpful 
in our thinking on the subject in the years to come. 

As the first speaker on this occasion, I shall attempt a small amount of 
theoretical analysis, largely to put the subject on the breadth of base which 
I think it should occupy. Then I shall indicate some historical beginnings, 
particularly during the middle ages when our present business structure 
emerged from a nonbusiness order of society. 

Just who was the first thinker to discover and record an example of 
rigidity in business is unknown to me The wage-fund theory goes back 
at least to Malthus According to one statement of this theory, the wages 
of labor are dependent upon a certain amount of capital available at the 
time for this purpose. After being restated and refined for two generations, 
the theory has been abandoned, at least in its extreme form 

A second example of rigidity is found in the study of prices This price 
rigidity was recognized probably before the wage-fund theory had been 
enunciated. The influence of custom, monopoly, and other factors was ob- 
served at the time classical economics was taking form It is interesting to 
note that there has been a dispute as to whether price rigidity has increased 
or decreased in recent generations. 

Thus, we see that rigidity in business has been recognized, though 
largely from the standpoint of economic theory rather than business ad- 
ministration. What we need is to have some one think the subject through 
and give it just as broad a theoretical treatment as is practical and useful 
At this point we can do little more than note some essentials 

We may describe a rigidity in business as a condition or circumstance 
found in a man, a group of men, or an institution which operates as a drag 
on business It is a factor which often impedes the attainment of an objec- 
tive in business. For instance, the family pride of such a man as John Claflin 
prevented him from giving up his ancestral wholesale business even though 
he knew that his wholesaling firm could not succeed. On the other hand, 
it may save from destruction a business or whole groups of firms; or at least 
It may tend in that direction In times of depression, for instance, a fixed 
money income possessed by consumers greatly aids the retail trade wherever 
it exists. 

Rigidity may arise inside business or outside Examples of rigidity are 
fovmd in churdi canons, national laws, popular attitudes and customs, fixed 
business policies, and the temporary success of business techniques. On the 
other hand, there are nonrigid factors tending in the opposite direction. 
Such are man's changing moods, the policy of adaptation, creative mer- 
chandising, research, and agricultural production It is the interplay of such 
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factors that make up the behavior of business which we observe in history. 

We should frankly accept rigidity as a force or perhaps a counterforce. 
We may put the situation this way. Dynamic forces arise within business or 
on the outside Then rigidities or counterforces come into being either with- 
in business or on the outside. We should all agree that the greatest dynamic 
force in private business is the drive toward profit. This is met by outside 
rigidities on the part of consumers and workmen The greatest dynamic 
force in communism is the sharing of income according to individual and 
family needs. A potential and at times an actual rigidity, as we know from 
Russian experience, is found in the producer’s drive for a profit. This is 
where the system of public capitalism is likely to break down. 

The point at issue is that a force in one place is met by a counterforce 
(a rigidity) in another place. No treatment of rigidity m business is 
adequate unless it is based on this duality of origin Some are inclined to 
emphasize the rigidity of businessmen in adjusting themselves to external 
change They urge that a large part of business administration should con- 
sist and does consist in adapting policy and management to social and sci- 
entific environment As an historian, however, I cannot help being im- 
pressed with the number of times that the primary force has lain within 
the field of business and the counterforce has operated on the outside 

A strict interpretation of the subject under consideration would, of' 
course, confine our interest to rigidities which arise within business as 
(!ounterforces to primary forces which have grown up on the outside A 
broader interpretation, such as was originally intended, might lead to an 
alteration of the title to ’’the growth of rigidities affecting business ” 

If we were to attempt a complete analysis, we should have to go far 
beyond the limits of the present paper. We should have, for instance, to 
urge the point that the rigidities must be studied in close relation to the 
changing general business background. It is essential to consider whether 
the rigidity occurs in a buyers’ or sellers’ market, in a period of depression 
or a boom, in a period of pessimism or optimism If the rigidity operates in 
a period of bad business or depression, the rigidity may be helpful or it 
may be fatal. If it functions in a period of good business, it is likely to be 
only mildly injurious, at least for the time being. At any rate, the rigidity 
should be examined in the light of prevailing business conditions. 

In the brief and partial enumeration of examples of rigidities and non- 
rigid forces given above, there is no declared emphasis on any type of 
factor The economist is inclined to stress costs and prices The student of 
business would prefer to dwell upon policy and management as providing 
the more persistent and dangerous rigidities and also the more incisive and 
far-reaching elasticities. Actual business shows how to carry on, even though 
there be new and rigid costs imposed from the outside, ^me chain stores, 
for instance, have learned how to meet the problem of high wages and 
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taxes by not employing so many workers nor having so many units to tax. 
Some have shifted from corner stores to super-stores. As long as theirs 
is a policy of adaptation there can be little or no effective or dangerous 
rigidity in costs. Perhaps we might all find a challenge in the thought 
that most fatal rigidities lie in the hardenmg of the arteries of business 
executives. And, yet, we should at the same time recognize that there is a 
Plimsoll line beyond which it is dangerous for governments to go in heap- 
ing upon business burdens that become cumulatively intolerable. In other 
words, inside elasticities can be swamped by outside rigidities; and there is 
evidence in the world today that this is happening in certain countries 
where too much planning is under way. 

II 

Let us now turn to note some of the aspects of the historical development 
of rigidity, particularly during the middle ages. Many of the illustrations 
which we shall use are well known; it is chiefly the interpretations and im- 
plications that are novel. 

As we enter the middle ages, we find ourselves m a land of churches with 
holy incense rising on high We feel that the affairs of this earth are judged 
with reference to another world If under such circumstances we should 
find attitudes that are strange to us, we should not be surprised 

The two time-honored business precepts of the medieval church are that 
men should charge only a just price and that, if they loaned money, they 
should charge no usury and ask for no worldly reward. As a medieval con- 
cept, the doctrine of just price was older than the doctrine of no usury but 
probably did not receive so much theoretical exposition. Both of these 
church precepts were rigidities in business that came from the outside and 
both cut deeply into the fabric of human relations. 

Just price was a fairly rigid concept from the fourth to the sixteenth 
century The price of a commodity was to be just to the consumer in the 
long run. To be sure, the producer or trader was to be allowed to sell at a 
price that would return the cost of production and a moderate profit. On the 
surface, this application of the doctrine of just price appears to involve 
neither hardship nor rigidity. The hardship and the rigidity lurked, how- 
ever, in the interpretation of the cost of production. The churchmen of the 
middle ages thought of the cost of the production of each article; that is, 
considered the cost to be inherent in the commodity. Of course, the business- 
men could get along very well on cost plus moderate profit, until he suffered 
a loss. This loss, however, could not be made up on another commodity. The 
tendency, therefore, was to reduce profits on the average. This was unjust 
to the businessman. The whole doctrine offered justice, or perhaps we 
should say preferential treatment, to the consumer, not the producer. This 
mvolved a first-class rigidity or drag on business. Correction came only in 
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the sixteenth century when market price gained widespread acceptance both 
within the church and outside. Indeed, the great rise in prices during that 
century was to break down the whole underpinning of enforcement. 

The second church doctrine was *'no usury*’; that is, no money was to be 
paid for the use of money. Obviously this rule would be a drag on business- 
men, especially traveling merchants who were typically in need of cash 
with which to fit themselves out with a cargo of goods If a traveling mer- 
chant had suffered a shipwreck, or if his last venture had been unprofitable, 
he might have little or no capital with which to embark upon another voy- 
age If he could not pay money for the use of the money which he might 
borrow, he obviously had little chance of getting a loan This would have 
been serious; indeed, it would have dealt a death blow to the whole system 
if there had been no means of getting around the situation. 

The rigidity of the doctrine of no usury was lessened by sundry means of 
circumvention. One was the well-known partnership device whereby the 
lender of the money agreed to receive a share of the profits instead of a fixed 
rate of return for his loan This circumvention arose outside of the church, 
and churchmen themselves participated in it Indeed, the church itself came 
to make important exceptions The most important of these was the doctrine 
of interest According to this subterfuge, the lender of money gave the loan 
without charge for a short period and then was allowed to make a charge 
for the failure to repay at the fictitious date This is well known and needs 
no further elucidation The church also came to allow usury when greai 
risk was involved, as it certainly would be in the case of bottomry and 
respondentia loans. A further source of relief from the doctrine of no usury 
lay in the enforcement. No penalty was incurred by the borrower, only by 
the lender. Therefore, Jewish moneylenders were available for productive 
as well as consumptive, loans. 

In the case of storekeepers and shopkeepers, or, as we might say, re 
tailers and small industrial masters, loans were obtained in the form ol 
sales* credit For instance, a London shoemaker in the late thirteenth centurj 
often purchased leather imported from Spain, on a credit arrangement ol 
four quarterly payments. 

Even if we made allowance for such exceptions or exemptions or circum 
ventions, there was still a drag on business in the church doctrine of nc 
usury. Just how much of a drag existed there is, of course, no means oi 
determining. 

A second source of rigidity m business is found in the laws of towns 
states, and empires. On the occasion of emergencies, states and empirej 
passed laws that fixed prices. These occasions and laws are matters of recorc 
and need not be recalled here. The extent to which business was curbec 
is easy to overemphasize because the laws were in the nature of emergenq 
measures. 
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The English assi 2 e of bread and ale, the history of which is on record 
from the thirteenth to the mneteenth century, did not fix the prices of 
bread and ale absolutely, but only in relation to the price of the grain used. 
The importance of the law, then, lies in the limitation put upon the 
profits of bakers and brewers. To be sure, this was a rigidity whiA many 
bakers and brewers seemed to have felt involved great hardship. 

A notable example of the regulation of wages is found in England from 
1349 to the early nineteenth century. Economic historians have given much 
attention to the various national wage laws and their enforcement. Since 
the wages fixed were maximum wages rather than minimum, the employers, 
including businessmen, probably considered that they benefited from the 
situation It is worth noting, however, that they found it necessary to pay 
wages higher than the legal maximum in order to get workmen. Accordingly, 
we can see an element of rigidity, a hurdle that had frequently to be jumped. 
We can pass lightly over the element of a restricted and rigid home market 
that the laws tended to create No one thought of workmen and laborers as 
a very important potential market at a time when the middle-class and 
aristocratic consumers at home and abroad offered sufficient outlets for 
most goods 

Medieval towns helped create rigidities for businessmen. Here lies a 
field for special study, a study of both direct municipal regulation and 
control through guilds. One direct regulation that is very pertinent to our 
subject is the law of towns that certain goods, such as wine, corn, and pro- 
visions, when brought into a port or a market had to be exposed for sale 
to the public for a certain period After that term, the goods might be sold 
to dealers This hampered both the merchant who imported and the re- 
tailer who wished to buy the goods for his trade It created a rigidity that 
must have been irksome to the businessmen concerned 

Let us leave to others the study of such rigidities imposed from the out- 
side, so as to be able to consider the inside situation; namely, the policy 
and management of the medieval businessman. Here lies a new field for 
the researcher The subject should be considered with reference to two 
business systems — petty capitalism and mercantile capitalism. 

Petty capitalism is the earliest form of business. It is found alike in 
ancient and in medieval periods. It is the inner essence of town economy 
at Its dawn. It is the regime of small units and narrow markets. It is the 
system of storekeepers and shopkeepers, pedlars and traveling merchants. 
It exhibits a high order of production technique and specialization of firms. 

The policies of petty capitalists are worthy of special study because of 
the rigidity found m them. The first we may mention is a high quality of 
goods, a policy adhered to by shopkeeper and storekeeper, artisan and re- 
tailer. The emphasis on quality arose from the close relationship between 
these businessmen and their customers, both meeting frequently in the same 
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town. The second policy was keeping opportunity open for all: a bo; 
entered a trade as an apprentice, later b^ame a journeyman, and thei 
reached the highest point attainable — that of a small master. The thir< 
policy was the equality of masters: any master who sought to get ahead o 
his fellows was frowned upon, even restrained by regulations. The ne 
result of these policies was a condition of rigidity that shut oflF growth an< 
expansion. In the case of pedlars, hucksters, and traveling merchants i 
similar result arose out of the circumstances of moving about the country 
So long as adventure and business were mingled in such dangerous pro 
portions, there was possible only a rigid condition of smallness. 

In the management of petty capitalists we also see a rigidity that coincidec 
with the rigidities arising out of policies. The petty capitalist was not onl; 
a small master, industrial or commercial, but he was also the foreman an< 
chief workman Accordingly, there was little chance for progress WhiL 
the small firm might itself be highly specialized, for instance, engaged ii 
making brown bread or peddling onions, the persons within the firm wer* 
not specialized. The lack of individual specialization and differentiation i 
a source of business rigidity. The reason for this is that when the smal 
master is engaged in labor he cannot plan or manage very successful!; 
and especially cannot expand or make far-reaching improvements. 

Besides the individual firm in the regime of petty capitalism there was th( 
industry represented by the craft guild. It is true that the guild has receivec 
too much attention from economic historians and the firm too little. Still 
the guild and the industry behind it deserve consideration at this point Tw( 
industrial policies may be mentioned that are pertinent to the subject o 
rigidity in medieval business. One is the exclusion of outside or aliei 
businessmen from the retail trade of the town The other is the exclusion o 
one craft or trade from another’s field; for instance, the cobblers must onl; 
repair not make shoes. 

A lot of study might be directed toward the rigidities of petty capitalistic 
firms and their industries. We should find, however, none too much in 
formation on the subject of wages and prices for the purely petty capitalistic 
regime 

When we turn to mercantile capitalism, which lasted from about th( 
thirteenth to the early nineteenth century, we find that the whole pictun 
changes. The emphasis is no longer on rigidity but on flexibility Thr 
change is notable and deserves close attention. But first let us consider brief! 
what the new system was. 

The system of mercantile capitalism saw the beginning of big busines 
and wider markets. It was created by the sedentary merchant whose whol( 
career was in marked contrast to that of the traveling merchant of th 
system of petty capitalism. This sedentary merchant used his energy an< 
talent not in travel but in careful administration of his business and contro 
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of small masters, such as we noted when considering petty capitalism. The 
greatest of the sedentary merchants became merchant princes, such as the 
Medici of Florence and the Fuggers of Augsburg. 

One of the notable achievements of the sedentary merchants was to make 
the craft guild over into a greater guild or livery company in which the big 
merchants dominated. Henceforth, the guild rules tended to put less 
emphasis on quality of goods and none on equality of guildsmen. The piece 
wages of subordinate handicraftsmen were often regulated downward In 
such cases we find elements of rigidity and these should be freely admitted. 
Similarly, we find rigidity in the outlook of most sedentary merchants in 
so far as they thought primarily of foreign markets. To them there was little 
chance for expanding home markets: for instance, they would regulate 
wages downward without any thought that they would lose any customers, 
for, to them, the chief market was found in the middle and higher classes 
abioad, as we have already noted This attitude was reflected in the doctrine 
and policy of the later national mercantilism. 

The elasticity found within mercantile capitalism is more notable than 
the minor elements of rigidity just considered The sedentary merchant had 
relatively little fixed capital and overhead. He had few employees. It is 
true that he owned ships or shares in ships, but in times of depression he 
could tie these up and leave the masters and sailors to look after themselves 
It IS true that he controlled many small industrial masters and many miners, 
fishermen, and lumbermen These, however, could look after themselves 
when times were hard, for they commonly had a second source of sustenance 
in small homesteads and gardens At any rate, they did look after them- 
selves in a depression. 

The sedentary merchant broke down the old-time regulation against going 
outside of the town for manufactured wares Instead of employing the 
skilled small masters of his town, operating according to the spirit of the 
old craft-guild rules, he often turned to the less skilled handicraftsmen of 
the country who would charge less for their output and would manufacture 
less expensive goods for a market of lower tastes than his fellow townsmen 
possessed — often indeed for the use of colonists and colonial slaves. We 
may think harshly of the merchant for debasing standards of workmanship, 
but we must praise him for his flexible ideals in marketing. 

The sedentary merchant, who was the nerve center or brain of mer- 
cantile capitalism, was almost as flexible in policy and management as any 
businessman could be Perhaps this is why his system had the longest life of 
any system of business known to history. In war and depression he could 
he low as soon as his ships came in He had a wide Aoice of markets 
in which to buy and sell. He performed so many economic fimctions that 
he could easily curtail one and emphasize some others. If a long period 
of hard times seemed ahead, he could and did turn to commission agency 
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rather than remain a risk-taker. If in his country shipping seemed more 
profitable than trade, he had ships built for him and carried goods for 
others at home or abroad, except where prohibited from doing so. He acted 
alone or joined a regulated company somewhat at will. He shifted from the 
management of his own business to investment in jomt-stock companies. 
So flexible was his concept of business that he regarded the single venture 
as the basis of trade To be sure, this became a rigidity in the development 
of continuous enterprise under the great trading corporations On the whole, 
we can say that the sedentary merchant formulated his policy in such a way 
as to avoid heavy commitments in any one place so that he might be able 
to turn quickly to the most profitable and safe enterprise open to him. 

We have now observed that, while petty capitalism was rigid, mercantile 
capitalism was elastic. If we were to go on into the more modern period, we 
should probably find that the system following mercantile capitalism, name- 
ly, industrial capitalism, was quite rigid, and that the next system, financial 
capitalism, was elastic. Coming to the present time, we find that the current 
national capitalism promises to be rigid. If this is so, then there is an 
alternation in the history of business behavior that deserves special attention 
It may be that a rigid system tends to beget one more elastic, and vice 
versa At any rate, our look into the middle ages suggests this alternation. 
Possibly other speakers on this program will deal with the question of the 
later rhythm in this aspect of business history 



RIGIDITIES AFFECTING BUSINESS IN THE SIXTEENTH 
AND SEVENTEENTH CENTURIES 

By Violet Barbour 
Vassar College 

The sixteenth and seventeenth centuries in European history constitute 
a period of transition from medieval economic conditions to the more rapid 
and striking making-over of the eighteenth and nineteenth centuries. In 
business as in other fields of living medieval rigidities were breaking down 
and new ones were forming, but these latter were not to reach full effec- 
tiveness until the succeeding period. 

The great basic changes which were transforming the economy of Europe 
in this time are so well known that they may be very summarily enumerated 
first, the wider scope and greater volume and continuity of trade relation- 
ships; second, the ancient authority of the church challenged throughout 
Europe and from several northern countries finally expelled, third, the 
steep increase of the stock of precious metals on which European com- 
mercial exchanges turned, upsetting prices and providing new incitements to 
business enterprise; fourth, conspicuous technical progress evident alike in 
agriculture, mining, transport, and manufactures, finally, the assertion of 
the authority of the state in the economic as in the political sphere. 

Of these changes the first four tended clearly towards the emancipation 
of business from restraints to which it had been subject in the middle ages, 
such as the limited or static market, with long-distance commercial inter- 
course passing through the bottleneck of the fairs, the dead hand of the 
church withholding great properties from exploitation; the insufficiency 
of specie, and the difficulty of concentrating capital for large undertakings; 
the small disposable surplus of goods produced by handicraftsmanship. 
Even the trend towards economic nationalism, though it imposed its own 
substantial curbs on business, offered some mitigations — though less than 
one might expect — of the particularism of guild and town. 

But historic change is never abrupt, and even when circumstances have 
changed, ideas, attitudes, and institutions which belong to the past are dis- 
covered enjoying a prolonged afterglow In this early modern period out- 
moded ideas, like those of just price and the sinfulness of usury, had left 
their marks in laws and ordinances against regrating, and in those which 
fixed a maximum rate of interest. The prejudice against brokers and middle- 
men was still finding its way into law in the seventeenth century. The idea 
that the purpose of industry was to supply a livelihood to the artisans con- 
cerned in it, lingered on in the principle that the more hands employed 
in a manufacture, the better. With a nagging persistence guilds continued 
to enforce apprenticeship and antiquated restrictions on employment and 
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enterprise. Towns still adhered to narrow exclusive policies towards crafts- 
men from other towns or other lands. And town and state vied in pre- 
scribing to the consumer what he should eat, wear, and be buried in. All 
these, to be sure, were crumbling rigidities, which the dynamic forces of 
the age might drive through or work around. 

In the merchant capitalist’s adjustment to the new vastness of the world 
of trade, there is a curious rigidity of outlook. From the preceding period, 
when markets were relatively static, he inherited the concept of a fixed, 
inelastic volume of trade. This assumed that the domestic market could not 
be expanded, and that foreign markets were to be captured, not developed — 
an assumption which helped to embitter the rivalries of international trade, 
and to justify predatory methods in that field. 

Just what results ensued to business from the religious struggles by which 
Europe was riven in this period is a subject on which historical controversy 
rages It is clear that the liquidation of the property of the church, where 
It occurred, broke up a rigid, conservative landlordism in favor of a more 
elastic capitalistic exploitation of those resources The abolition of saints’ 
days and the condemnation of mendicancy in Protestant countries helped 
to create a workaday world favorable to business enterprise Religious wars 
and persecution, by impelling many thousands of merchants, moneyed men, 
and artisans to settle in foreign lands, made an inestimable contribution to 
the advancement and versalitility of business in several countries through 
the dissemination of techniques and business experience and their adapta- 
tion to new environments and opportunities. Tlie rise of competitive in- 
dustry owed much to this transplanting and assimilation; finance and com- 
merce scarcely less It is possible that political and social discriminations 
applied to religious minorities — to Jews very generally, to Huguenots in 
France, and to dissenters in England — had the effect of channeling their 
energies and ambitions into business enterprise, an inviting field left open 
to them. How curiously religious rigidities were carried over into business 
IS illustrated by the marked tendency m these same religious minorities to 
confine business relations to coreligionists. 

When one examines the merchant’s world in this period, it is evident that 
business was carried on in the face of constant risks, of which so-called 
’’acts of God” constituted a minor, and acts of kings, governments, and 
officialdom generally, a major part, these latter ranging from petty ex- 
tortion by petty officials to confiscation of the merchant’s goods, the loss of 
his liberty, or even his life. One way to minimize these risks was by keeping 
one’s business small and well in hand. Colbert used often to deplore the 
cautious conservatism of French traders, absorbed in their petttes affaires. 
For a more ambitious program a certain amount of elasticity was secured 
by a careful distribution of risks. Even the great merchants of this period 
made a point of having a variety of irons in the fire. This was to forego 
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the advantages of speaalization and continuity, but one could hope for a 
balance of good foitune over ill 

A condition rigid in itself which encouraged versatility in the conduct of 
business was the seasonal nature of trade This was true not only of com- 
merce in such commodities as gram, wine, and fish, but of trades condi- 
tioned by natural factors affecting navigation, particularly wind and ice. In 
addition, several highly important branches of commerce were carried on 
seasonally by means of great fleets which sailed and returned together, 
denuding markets of certain kinds of commodities on their departures, and 
flooding them with certain others on their returns. Convoy set up rigidities 
of a similar kind. Even land travel and transport were largely seasonal 
because of the condition of roads in winter In the middle ages the fairs had 
played a famous role as centers for seasonal interchanges of commodities. 
They were still numerous and frequented in the seventeenth century, but 
the greater volume of European trade either sought its markets directly, or 
else had recourse to such great all-the-year-round emporia as Antwerp was 
in the sixteenth century and Amsterdam in the seventeenth. 

A grave handicap to an enterprising merchant, and one which must 
have made for business rigidity, was the difficulty of securing immediate 
and rehable information on such vital matters as rates of exchange, prices, 
and market conditions. However, this age was impressed, not by the diffi- 
culties of communication, but by the vast improvement in the speed, fre- 
quency, and certainty of intercourse, notably in the development of postal 
services, which enabled merchants to manage their foreign business by 
correspondence with factors or commissioners in other countries. The lists 
of current prices published first m Antwerp, later in Amsterdam, and possi- 
bly in other trading cities, were unquestionably a great help to foreign 
as to local merchants Newspapers devoted to trade began to appear only 
m the late seventeenth century. There were plenty of itineraries and al- 
manacs which indicated roads, provided tables of distances between towns, 
information about fairs and markets, and other useful data; plenty of 
manuals, also, to instruct the trader about coins, weights and measures, 
contraband regulations, tariff rates, and the forms of bills of exchange, with 
much besides. 

When one studies the organization of trade in this period, one finds the 
facts dividing and marching off in opposite directions. The individual 
merchant tradmg for himself, the self-made merchant entering upon trade 
without benefit of apprenticeship, the mterloper who traded as he pleased — 
all are frequently encountered. So is the private partnership, though its 
history and fortunes elude the historian. Oldest, most common, and most 
elastic of all tradmg associations is the family, whether its members traded 
in partnership on a common stock or severally in loose co-operation. I have 
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already mentioned the tie of a common religion as it was honored among 
businessmen. 

The decay of certain fairly rigid and often expensive organizations, such 
as the old confraternities and associations on the pattern of the English 
regulated companies, and of courts and factories of merchants living to- 
gether m extraterritorial isolation in foreign lands, encourages the supposi- 
tion that such costly and repressive organization — ^now that the privileges 
which once accompanied it were being withdrawn — was felt to be burden- 
some The increase of independent trading is attested — as it is furthered — 
by the growth of brokerage and commission business, and of such marketing 
facilities as the exchanges (bourses) in the more important centers of trade. 
The expansion of credit and the standardization of the form and handling 
of remittances by bills of exchange tended in the same direction. 

The status and rights of merchants trading abroad were in process of 
definition through commercial treaties, and though insecurity was still the 
rule, there were positive protections in the recognized principles of law 
merchant and in the institution of courts merchant in many trading cities 
on the continent. 

In opposition to the forces which encouraged a free, elastic conduct of 
business, there were others which worked towards a tighter, more rigid set 
of conditions. Of these latter one may notice the increasing intrusiveness 
of the state in business, and the increasing domination of capitalism 

The rigidities imposed on business by the complex of policies known as 
mercantilism are familiar to historians and economists. Many of these 
policies originated as devices to check more or less extensive foreign penetra- 
tion. As such, they had the general support of native merchants and in- 
dustrialists, though specific policies and the burdensome machinery of 
regulation and enforcement might be condemned. In countries in which for- 
eign competition was not seriously felt, as in the United Provinces, 
mercantilism was actively resisted by businessmen, especially by mer- 
chants and capitalists. In France the economic nationalism associated with 
the name of Colbert became so doctrinaire and inflexible as to provoke a 
reaction towards freedom among businessmen at the close of the seven- 
teenth century In England mercantilism in this period was more piecemeal 
in formulation and more flexible in operation than it was to become later 
When seriously inconvenienced, merchants resorted to smuggling, bribery 
of oflicials, or some other form of evasion. Sometimes governments co- 
operated in this evasion through licences or through dispensations or sus- 
pensions of the measures objected to Dutch merchants who were less 
nationalistic than their rivals in other lands, often got themselves natural- 
ized in the countries to which they traded, in order to obtain the privileges 
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of natives. But for the expansion of trade to include other continents 
and the rise of colonial markets, the rigidities implicit in mercantilism 
would have been more sharply felt. 

Because busmess in this period learned to look to the state for protection, 
privileges, and opportunities of many kinds, it gave in return financial 
support to the state, and at last became inextricably committed to the 
maintenance of the public credit, a rigidity from which it was never again 
to be free. On the other hand, in the more commercial countries, business 
had a voice in the formulation of economic policies. 

Small independent business was now finding itself caught between the 
upper millstone of the state and the nether millstone of capitalist enterprise, 
T^e pressure of the latter was felt in various ways If the rise of the metro- 
politan market offered opportunities with one hand, it took away trading 
freedom and the autonomy of the local market with the other. Provincial 
business became slowly conscious of its servitude to the concentrations of 
wealth and trading power in Amsterdam and London It was provincial 
resentment that put up the stoutest fight against trading monopolies in 
the two leading commercial countries in the seventeenth century, and was 
able to set limits to the partitioning of world trade among groups of 
metropolitan capitalists 

But though chartered monopoly was checked in England and the Nether- 
lands, unchartered monopoly was vigorous m these as in other countries 
Sometimes it was represented by rings of wealthy merchants ‘understanding 
one another*' as Sir George Downing put it, sometimes by middlemen’s 
associations, as the factors of Blackwell Hall or the Woodmongers’ Com- 
pany of London or the Mercers’ Corps of Pans; sometimes by cartels such 
as appeared in German mining and metallurgical industries in the sixteenth 
century, in the seventeenth century by emissaries of Dutch capitalism who 
bought up French wines in advance of the vintage, and by those speculators 
who cornered supplies of certain commodities on the Amsterdam Exchange. 
Combinations of employers frequently dominated guild or company or- 
ganization. Even where there was no incorporation, one finds in certain 
urban industries a disposition of employers to combine in a common em- 
ployment and wage policy This disposition was not seldom reinforced by 
the solidarity — in some instances the identity — of the employers with the 
municipal government. 

In the larger enterprises of the period, the role of capital becomes in- 
creasingly passive: that of creditor, rather than participant. It finances the 
great trading companies, but gradually withdraws from trade. It builds 
and equips ships, but does not necessarily own or operate them. It buys 
and sells commodities, not to trade in them, but for speculative profits. 
Insurance, which used to be an avocation of merchandising, retires from 
that association. The practice of paying dividends in commodities is de- 
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dining. There is a free movement of capital from one country to another. 
The solution of the problem of financing joint-stock companies by making 
the capital permanent, but enabling the investor freely to sell or transfer 
his shares, is in line with these developments. 

This mobile and elastic capitalism owed much to the rise of metropolitan 
money markets in conjunction with commodity markets. Towards the end 
of the sixteenth century Amsterdam succeeded Antwerp in this capacity 
and began to draw capital for investment from many parts of Europe. 
This attractive power was much enhanced by the founding of the Bank of 
Amsterdam in 1609, for the stabilization of exchange and for security of 
deposit. The ease with which credit could be transferred on its books was a 
sensible alleviation to the drags on business involved in the liquidation of 
transactions in cash and to the insecurity of the merchant's strongbox. The 
example of this bank stimulated the expansion of public and private bank- 
ing in other countries, and the circulation of banknotes, checks, and other 
forms of paper credit. 

But if finance is more mobile and flexible than ever before, the structures 
which it helps to build in commerce and industry by their very size, or their 
complexity or specialization, take on rigidities in the forms of fixed assets 
of plant and equipment, of numerous trained personnels, and of ac- 
cumulated stocks of raw materials and finished commodities. The rise of 
the joint-stock company, while it indicated that business had raised its 
capacity to finance large-scale enterprises, did not necessarily mean more 
flexible organization of the enterprises themselves. Some of the joint- 
stock companies were in fact extremely clumsy in organization. 

Although industrial production was still generally organized under the 
domestic system which, as Mr. Gras has pointed out, retained a considerable 
degree of flexibility especially when operating in rural areas, the workshop 
appeared more frequently than in the late middle ages Certain industries 
were of necessity shop industries, requiring extensive equipment and storage 
facilities. Metallurgical industries are in this class, as well as printing, glass- 
making, sugarbaking, etc There were also many textile workshops, organ- 
ized to draw together the processes dispersed among the crafts, to speed and 
standardize production, to reserve a supply of skilled labor against competi- 
tion from other employers, and sometimes to guard technical secrets. These 
advantages were partly offset by such rigidities as the heavy investment in 
fixed assets, the current overhead, and the difficulty of providing employ- 
ment throughout the year 

The period of the sixteenth and seventeenth centuries was one of elastic 
price movements, partly because of the strong though uneven impact of 
American silver on European prices, partly because of changes in transport 
facilities and the rise of competitive industries breaking their way into 
hitherto self-contained price areas. Manufacturers engaged in these competi- 
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tive industries possessed surprisingly exact information about prices of raw 
materials, wage rates, and retail prices prevailmg m other countries. Amster- 
dam prices and Dutch freights supplied an element of firmness which was 
felt throughout Europe and even in other continents, stabilizing rather than 
rigid. 

Though the general movement of prices was steeply upward from the 
middle of the sixteenth to the middle of the seventeenth century and more 
quietly upward in the second half of the seventeenth, some commodity 
prices were going down, the market being better supplied or partly taken 
over by other commodities. Thus sugar, tobacco, spices, and dyestuffs be- 
came cheaper, but supplies of tea, coffee, and chocolate appear not to have 
kept up with demand in the late seventeenth century Wool was cheaper 
in England because of the embargo on export, and dearer, for medium-fine 
grades, in France and the Netherlands Cloth prices were affected by the 
vogue of stuffs, mohairs, silks, calicoes, and fine linens, but also by inter- 
national competition in this industry. The substitution of coal for wood in 
certain industrial processes in England, tended, as Mr. Nef has shown, to 
cheapen production 

Certain rigid factors intervened in the movement of prices, governmental 
restraints on export or import; pressures on dealers and retailers not to 
handle foreign goods, as in France under Colbert, tolls, tariffs, excises, and 
staple rights, prohibitions of certain machines or techniques, and attempts 
to fix wages. A heavy burden of regulation on any industry necessarily 
affected the prices of commodities produced Monopolistic efforts to force 
up prices of easily engrossed commodities occurred not infrequently, and 
were in some cases countered by the opening up of new sources of supply. 
Local efforts to fix prices were generally unsuccessful, except in the case 
of foodstuffs sold in controlled urban markets. State governments were able 
to influence prices, especially through export and import regulations, but 
efforts to fix them usually failed On the whole, prices were competitive 

That wages lagged behind prices, though with a general upward trend 
during this period, is the general assumption of historians, but more de- 
tailed work needs to be done on this subject before we can speak with 
certainty. It is quite possible that in some occupation — that of seamen, for 
instance — ^wages kept pace with prices. As in the case of prices, there is 
much cross reference from country to country concerning wage rates in 
competitive industries, from which we gather that money wages were high- 
est in Holland, followed by those in England, France, and the Scandinavian 
countries, in the order named. The discrepancy between real wages in 
Holland and in England was probably not far from reversing the relation 
of the two countries as to money wages. For in Holland taxes bore heavily 
on the poor man. The restriction of industry to the towns was a factor in 
the high figure of rents. The omnicompetence of the city fathers in fixing 
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wages and the facts that Dutch industries were based on imported raw ma 
terials and competed with products of cheaper labor in other lands, con 
tributed all the elements necessary to extreme rigidity. Something wai 
gained, especially in the textile industries, by the introduction of labor 
saving machinery, and by mgenious processes which improved the qualit) 
or appearance of goods without increasing costs; also by the organizatior 
of workshops to effect economies. But these adaptations did not prevent 
the depression of wages in Leyden, and perhaps in other industrial towns 
to a point which reduced skilled craftsmen to pauperism. Indeed, Dutcl 
towns did not hesitate to employ pauper, delinquent, and child labor as s 
means of reducing labor costs, with grave results not merely to the standarc 
of living of artisans but to domestic purchasing power and the adjust 
ment of tax burdens. It is not surprising that under these circumstances wi 
have combinations of employers to enforce the wage scale on the one hani 
and strikes and labor agitation on the other The emigration of Dutcl 
entrepreneurs and craftsmen to other lands was a common form of escap( 
from the pressure of these conditions. 

In England it is evident that the regulation of wages under the Statub 
of Apprentices was insufficient to maintain the rigidity envisaged in th( 
face of the general rise in prices and a lively though sporadic demand fo 
skilled labor Since it was possible for industry to escape from the monopo 
listic and regulatory policy of corporate towns, there was a more flexibl 
movement of wages in response to prices, labor supply, and market condi 
tions than in the Netherlands What effect the rigidity involved in the Ac 
of Settlement had upon the labor market, and so upon wages, cannot b 
exactly known Its greatest effect was probably in immobilizing a con 
siderable part of the available supply of unskilled labor. The combinatioi 
of husbandry with craftsmanship widely practiced in England must hav 
provided an element of flexibility in the craftsman’s dependence on hi 
employer. Perhaps this explains the fact, so often complained of in seven 
teenth-century England, that the poor would not work. 

In conclusion, one may venture the generalization that the greatly en 
larged orbit of trade made for flexibility in business, but that inheritei 
outlook, vested mterests, and the trends towards economic nationalism an 
towards a capitalistic domination of trade and industry, set up counter 
rigidities. The greater size of commercial and industrial undertakings ii 
this period made for complexities of organization, and so for rigidity. Sine 
the production of goods is usually a more bulky business than finance, trans 
port, or marketing, it is natural that industry should have taken on mor 
rigidities than other business activities. 



THE GROWTH OF RIGIDITY IN BUSINESS DURING 
THE EIGHTEENTH CENTURY 

By Earl J. Hamilton 
Duke Umverstty 

Although the revolutionary changes in economics, politics, religion, and 
science magnified the problem of business rigidity in most countries of the 
Western World, attention will be focused upon England, where the eco- 
nomic changes were the greatest and the economic history is the best Series 
of commodity prices are the only available statistics either extensive or re- 
liable enough to warrant an attempt to measure quantitatively the trend of 
rigidity. Even these data will not disclose minute gradation, but changes in 
the first and second halves of the century can be roughly compared. Owing 
to the scarcity of information, the trends of the chief factors, such as guild 
regulations, navigation acts, settlement restrictions, industrial concentration, 
and mercantilism, presumably making for rigidity will be discussed upon an 
a priori basis. Little verification of how each force actually worked is possi- 
ble; hence a considerable margin of error vitiates most of my conclusions. 
Can one be positive that the decline of the craft guilds, for example, in- 
creased the flexibility of business — that an enlightened guild might not 
have been more, rather than less, adaptive to change than were independent 
craftsmen.^ 

The discovery by Hutcheson, Hume, and Smith of the benevolent deity 
which harmonized egoism and altruism, individual and social interests, the 
development of the social compact by Locke and Rousseau, and recognition 
of the infallible natural order by the physiocrats — all these, together with 
the ineptitude, incompetence, and favoritism of the irresponsible ruling 
cliques, enthroned laissez faire in social thought. But a wide chasm separated 
theory from practice. Adam Smith speaks of mercantilism as "the modern 
system" that "is best understood in our own country and in our own times. 
Long awaited and enthusiastically received by intellectuals and a few en- 
lightened statesmen at home and abroad, the Wealth of Nations was not 
without immediate influence, but, as Professor Cunningham pointed out, 
it was years before its full influence on English commercial policy was felt.^ 
More than eight years elapsed before a member of Parliament appealed 
to Smith’s authority in a debate and more than eleven before he was quoted 
by a member who had read his work or was sympathetic towards his ideas.^ 
It was not until 1797 that Pulteney declared that Smith would persuade his 
own generation and govern the next, and this was a prediction rather than 
an impression of accomplished fact. 

' W^ealtb of Nat/ons (Cannan ed , London, 1904), I, 395, II, 125 Cf F L Nussbaum, 
A Htstory of the Economic Institutions of Modern Europe (New York, 1933), 233. 

Growth of English Industry and Commerce (London, 1903 ed ), II, 597. 

John Rae, Life of Adam Smith (London, 1895), 289-290 
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The English aaft guilds, which had already lost much of their control 
over manufactures before the close of the seventeenth century,^ declined 
gradually in the first half of the eighteenth and rapidly in the second half. 
The guilds remained important m some localities and industries through- 
out the eighteenth century and were not legally extinguished until the 
Municipal Reform Bill of 1834 threw open merchandising and the handi- 
crafts in all boroughs, but by 1750 they had largely lost their authority to 
compel membership and to search the premises and inspect the wares of 
guildsmen Boroughs were often unwilling to sustain monopolies against 
outsiders, and in some instances men might even choose membership from 
among several guilds in order to practice a given trade ® But Miss Kramer® 
and Professor Heaton^ have shown that as the guilds declined many of 
their supervisory functions were superseded by regulatory acts of national 
or local government and by the surveillance of producers’ associations such 
as the Worsted Committee formed in 1775 

By 1751, as shown by the report of a Parliamentary committee appointed 
"to inquire into trade and manufactures," sentiment had reacted notably 
against the Elizabethan Statute of Apprentices Nonenforcement and piece- 
meal legislation had sapped its strength ® But "at the beginning of the 
nineteenth century the apprenticeship system was still a living reality,"® 
and the Statute was not repealed until 1814 and then not without a struggle. 
Throughout the eighteenth century indictments were brought in many 
places against those who took up a trade to which they had not been ap- 
prenticed.^® In 1756 the hammermen’s guild of Glasgow barred James Watt 
from exercising his craft as a mathematical instrument maker in the city 
because he had not served an apprenticeship in their organization in spite 
of the fact that a year earlier he had failed to find a single man in Glasgow 
capable of teaching him his craft When Parliament failed, in 1793, to 
prohibit the introduction of Cartwright’s wool-combing machinery, "the 
only relief which was given to the wool combers was that of relaxing 5 
Elizabeth c. 4 in their favour, and allowing them to apply themselves 
to any trade in any part of the kingdom without new apprenticeship 
Eden^^ denied Adam Smith’s contention that many large incorporated towns 
excluded workers who had not served an apprenticeship, but apparently 
localities that nullified the Statute of Apprentices enjoyed a competitive 

^ G N Clark, Science and Social Welfare in the Age of Newton (Oxford, 1937), 102-104. 
'Stella Kramer, The English Craft Guilds (New York, 1927), 139-142, 161-175, 180, 
186, W Cunningham, op cit , II, 203, 206, 310-311, E Lipson, Economic History of 
England (London, 1931), III, 235 
^Op cit, 139-142, 181 

^ Yorkshire Woollen and Worsted Industries (Oxford, 1920), 405, 414-420, 423, 434-435 
"Stella Kramer, op cit , 175, E Lipson, op cit , III, 290-291 
" W Cunningham, op cit , II, 43, 659-660 
“E Lipson, op f//., Ill, 290-291 
Cunningham, op. cit , II, 652. 

^ State of the Poor (London, 1779), I, 436-437. 
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advantage as late as 1779. In that year the remarkable economic develop- 
ment of Leeds, M^chester, and Liverpool was attributed to its nonenforce- 
ment and to the absence of settlement restrictions.^^ Textile workers^ 
crushed by the new machinery, made an effort to revive the legal assessment 
of wages near the close of the eighteenth century, but assessments were 
then a mere legal curiosity. Outside Yorkshire they had little vitality after 
the Restoration.^* 

The Law of Settlement, which permitted the forcible removal to his 
home parish of anyone occupying a house of less than 10 pounds annual 
rental who might become a public charge, may have been haphazardly en- 
forced, but there is strong reason to believe that from the date of its enact- 
ment, in 1662, to Its relaxation, in 1795 (by the provision that a worker 
might not be returned to his original parish without actually having become 
a public charge), the mobility of labor even into country districts was ma- 
terially impeded. To quote Lipson* 

A petition presented to Parliament on behalf of the iron-master, Wilkinson, reflects the 
diflEculties to which the settlement laws gave rise it asked that his men “might be deemed 
extra-parochial m order to avoid their removal to their respective settlements ““ 

To promote flexibility in the adjustment of the supply of labor to the 
demand for it, Adam Smith made the following proposal: 

Let the same natural liberty of exercising what species of industry they please, be restored 
to all his majesty’s subjects, in the same manner as to soldiers and seamen, that is, break 
down the exclusive privileges of corporations, and repeal the statute of apprenticeship, 
both [of] which are real encroachments upon natural liberty, and add to these the repeal 
of the law of settlements, so that a poor workman, when thrown out of employment either in 
one trade or in one place, may seek for it in another trade or in another place, without 
the fear either of a persecution or of a removal, and neither the public nor the individuals 
will suflFer much more from the occasional disbanding [of] some particular classes of 
manufacturers, than from that of soldiers ” 

It seems safe to conclude, however, that no matter how large the im- 
pediments to the mobility of labor imposed by the guilds, the Statute of 
Apprentices, and the Law of Settlement may have loomed in 1776 they 
were less formidable than at the beginning or even at the middle of the 
century. The guilds declined throughout the century, and the Statute of 
Apprentices was gradually undermined by legislation and local nullification. 
With the spirit of natural liberty in the intellectual air, it became increas- 
ingly difficult to enforce the Law of Settlement and other legislation 
shackling labor. At the same time the displacement of peasants by the 
rapid course of enclosures and the agricultural revolution, the growth of 
population, the competitive efficiency of the new machinery, the redistribu- 
tion of industry to exploit new resources under the stimulus of invention, 
and a catastrophic decline in the rate of real wages combined to increase 
the responsiveness of labor to economic change. Forces powerful enough 
to compel labor to submit to the hated factory discipline were not lacking 

“ E Lipson, op at , III, 292 “ W Cunningham, op, at , II, 43 

“ E Lipson, op. cit., Ill, 467 ** Wealth of Nations, I, 435 
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at the close of the century, when the textile and metallurgical inventions 
gave rise to large-scale enterprise. 

Early in the eighteenth century there was a surprisingly lusty impulse 
toward unionism in mining and m the textile and metallurgical industries. 
As early as 1726 the organization of woolen workers was important enough 
to evoke an Act of Parhament *'to prevent unlawful combinations of work- 
men employed in the woolen manufacture,** and by 1738 there were com- 
plaints of frequent rebellions among the organized nail-makers The last 
four decades of the eighteenth century witnessed the rise of friendly so- 
cieties in the textile industries and frequent strikes and other trouble from 
organized labor in mining and the metal trades.'^ But the introduction of 
machine technique weakened the tendency for skilled handicraftsmen to 
organize, which became manifest before the beginning of the Industrial 
Revolution As Bowden points out 

The peculiar significance of the age of machinery in relation to the organization of the 
working classes is to be found in the fact that it introduced conditions favorable for 
organization among practically all groups of workers, skilled and unskilled alike The 
obstacles in the way, and in particular the increasing rigor of hostile laws, prevented these 
inherently favorable conditions from giving rise to effective organizations openly avowing 
trade-union purposes among either the older handicraftsmen or the new types of industrial 
workers, till long after the close of the eighteenth century “ 

Apparently nascent trade unionism imposed no serious obstacles to the 
responsiveness of labor to economic change. 

The movement of goods within England was not hampered by the 
internal customs barriers and outright prohibitions against domestic ship- 
ments of certain articles which obstructed trade on the continent; and there 
was no important merchant guild in England during the eighteenth century 
Under the Georges the opposition to monopoly on the part of the English 
public was too great to permit the chartering of new companies with ex- 
clusive privileges, but for one reason or another the existing concerns such 
as the East India Company, the African Company, and the Hudson*s Bay 
Company retained their monopolies.^® Adam Smith believed that trade 
with America had been and was worth more to Europe than that with the 
East Indies despite the denser and more civilized population and, therefore, 
the greater potentialities of trade with the Orient For in all countries the 
East India trade was confined to companies with exclusive privileges; 
whereas the trade from each mother country to her American colonies was 
free to every citizen on equal terms The voluminous literature denounc- 
ing the great privileged companies for exploiting the producers of their 
exports and the consumers of their imports tends to confirm their indict- 

”Paul Mantoux, La Kivolutton Industrtelle (Pans, 1906), 60-61, T S Ashton, Iron 
and Steel tn the Industrial Revolution (Manchester, 1924), 205-206; Adam Smith, oj?. ctt., 
I, 69; E Lipson, op ctt , III, 391-409; H Heaton, op at , 432 

®Witt Bowden, Industrial Soaety tn England towards the Close of the Eighteenth 
Century (New York, 1925), 294-295 

David Hannay, The Great Chartered Companies (London, 1926), 238, 242-245. 

Wealth of Nattfins, I, 414-415 
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ment by Smith for restraining trade, but we lack clear evidence as to 
whether the monopolistic restrictions of the privileged companies increased 
or decreased during our period. 

Combinations of capitalists, which presumably increased in number and 
strength (as the scale of operations expanded, the importance of capital 
rose, and the concentration of industry progressed) with the advance of the 
century, may have been a significant factor in business rigidity. Says Adam 
Smith: 

We rarely hear of the combinations of masters, though frequently of those of workmen 
But whoever imagines, upon this account, that masters rarely combine, is as ignorant of 
the world as of the subject Masters are always and everywhere in a sort of tacit, but 
constant and uniform combmation, not to raise the wages of labour above their actual 
rate To violate this combination is everywhere a most unpopular action, and a sort of 
reproach to a master among his neighbors and equals We seldom, indeed, hear of this 
combination, because it is the usual, and one may say, the natural state of thmgs which 
nobody ever hears of” 

Owing to common law prohibitions, the hostility of public opinion, and 
the ease of maintaining secrecy, we have little information concerning 
actual combinations in restraint of trade Adam Smith said he knew '‘under- 
takers of some particular works” who had strong enough hold upon the 
supply of their goods to justify the payment of bounties upon exports out 
of their own pockets "This expedient succeeded so well, that it more than 
doubled the price of their goods in the home market.”^^ Unfortunately, 
he gives no hint as to the identity of these combinations. 

A number of statutes to clarify the Navigation Acts were passed, and 
they were occasionally suspended after 1783; but they were not repealed 
until 1849, and no legislation or orders in council between 1663 and 
Huskisson’s reforms in 1822-23 fundamentally altered their protection 
to English shipping To secure revenue, procure valuable materials for 
shipbuilding and for manufactures, and to injure France (a mercantilist 
rival), England greatly extended the list of enumerated articles during the 
eighteenth century. Even in 1764 many goods were added, and enumeration 
was extended to the northern colonies hitherto exempt 

The prohibition of the importation of live cattle, except from Ireland, 
continued in force to the close of the century; and foreign grain was ex- 
cluded from English markets in normal years until 1845. Almost a decade 
of agitation by the Anti-Corn Law League (led by Cobden and Bright, 
two of the ablest propagandists England has ever produced), the social 
unrest following the severe and protracted depression of 1837-43, and the 
Irish potato famine (Wellington’s "rotten potatoes”) were required to 
extinguish the corn laws. The woolen and silk industries were protected by 
outright prohibitions against imports, and many industries were shel- 
tered by prohibitive duties. In restraining exports for the benefit of domestic 
manufactures English mercantilism was at its worst. The exportation 

^Ibtd, I, 68-69 II, 19 

“ Lawrence A Harner. The Ettitltsh Navigation Laws (New York ^98-^99 
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of tools or machinery used in the cotton, woolen, linen, or silk manufactures 
and the emigration of artisans to teach their trades were forbidden under 
heavy penalties. It was no accident that the first textile machinery operated 
in this country crossed the Atlantic in Samuel Slater’s head. Exports of 
hides, horns, wool, woolen yarn, unmanufactured brass, watchcases, fuller’s 
clay, and a host of other articles were prohibited; and many other raw 
materials were retained through prohibitive export duties. In an effort to 
prevent wool exports, domestic shipments were obstructed by absurd regula- 
tions; and the stringency of the law was increased as late as 1787. Not 
until 1825 did England abandon the legislative effort to keep her industrial 
inventions at home. 

Pitt’s so-called ’’free trade” treaty with France, negotiated in 1786, 
significantly reduced the customs barriers and promoted trade between the 
two countries, but this single breach in the protective system was closed 
by the French Revolution after three years* trial. 

In the second half of the century free trade, in the strict sense of the 
term, was insistently demanded by economists'^ and steadfastly resisted by 
governments. Laissez faire doctrines removed few legal obstacles to trade, 
but the laissez faire outlook in intellectual and enlightened political circles 
doubtless rendered enforcement of the restrictive system less effective A 
consequent increase in the violations and evasions of mercantilist trade 
regulations, territorial expansion of the market for English goods, and an 
extension of the area from which raw materials were drawn probably tended 
to decrease the rigidity of business, but little, if any, flexibility can be 
traced to legal adoption of free trade. 

Under capitalism perhaps the best single objective test of business 
rigidity is the frequency of price changes over a period of time. Eighteenth- 
century price data are not complete or reliable enough to register minute 
gradations, but the series recently compiled by Sir William Beveridge from 
purchases by the Lord Steward’s and Lord Chamberlain’s Department,^® 
apparently the most extensive statistics available for England in our period, 
show unmistakably that prices changed far more frequently in the second 
than in the first half of the century. The annual prices of the sixty-six 
articles quoted with suflScient frequency to warrant consideration averaged 
9.2 changes in 1701-50 and 15.9, or nearly twice as many, in 1751-1800 
But as a measure of adaptability to economic change this ratio is distorted by 
the relative stability of commodity price indices in the first half of the 
century and the revolutionary upheaval of the second half As might be 
expected, agricultural prices changed more frequently than industrial prices. 
Agricultural commodities averaged 13.0 and 26 3 changes in the first and 

**Ih 1776 Condillac {Le Commerce et le Gouvernement [Amsterdam], Part II, 41-180) 
took a much more uncompromising stand agamst governmental intervention in business 
than did Smith 

^Prices and Wages tn England from the Twelfth to the N/neteenth Century (London, 
1939), I, loose tables in rear cover 
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second halves of the century respectively and industrial products 7.6 and 
9 . 9 . The prices of the six textile articles for which trustworthy quotations 
are available averaged 5.9 changes in 1701-50, only two thirds as many 
as the general series, and 6 0 in 1751-1800, or only 38 per cent of the gen- 
eral average. The relative frequency of change in 1751-1800 largely re- 
flected the neutralization of the sharply upward tendency of commodity 
prices accompanying monetary and credit expansion by the downward pres- 
sure exerted by sweeping technological advances in the textile industries. 
That concentration of production m larger units was not entirely responsi- 
ble for the relative stability of textile prices in 175 IT 800 is suggested by 
the fact that the annual price of coal, the supply of which, as Dr. Sweezy** 
has shown, was controlled by combinations of varying success and duration 
in the first half of the century and by a rigid combination after 1771, 
changed 64 times in the eighteenth century Of Beveridge’s sixty-six 
articles, only oats, beans, hay, and straw registered more frequent price 
changes. Despite the phenomenal increase in consumption and of the con- 
current "limitation of the vend" in 1771-1800 the rise of coal prices lagged 
behind the increase of commodity prices in general. Spice quotations, 
which in view of the monopoly of the East India Company were "ad- 
ministered prices," changed a third more frequently in 1701-50 and 
slightly more often in 1751-1800 than the general average. 

In general the rates of money wages listed by Mrs. Gilboy in her 
Wages in Eighteenth Century England^'^ show a greater frequency and 
amplitude of movement in 1751-90 (when her series end) than in 1701-50. 

The belief, surprisingly widespread among scholars, that the remark- 
able economic development of Spain in the eighteenth century reflected the 
adoption of liberal principles has little foundation in fact. As Philip V 
triumphed during the War of the Spanish Succession he did sweep away 
some of the customs barriers separating the different kingdoms into which 
the country was divided; and in 1755 trade with the Hispanic colonies 
of the New World was thrown open to non-Castilians. But the Bourbon 
dynasty grafted onto the thorough-going Spanish mercantilism of the 
sixteenth and seventeenth centuries a mercantile system deliberately pat- 
terned after that of Colbert.*® Genuinely protective duties and systematic 
regimentation of industry were adopted. One may search Spanish eco- 
nomic literature in vain for important traces of physiocratic influences. 
The Wealth of Nations, which had appeared in Italian by 1780, was not 
translated into Spanish until 1792. After being withheld by "the In- 

Monopoly and Compeltlton tn the English Coal Trade, IS 30-1850 (Cambridge, Mass , 
1938), 32-40, 144-145 Cf T S Ashton and J Sykes, The Coal Industry of the Eighteenth 
Century (Manchester, 1929), 211-214 

” Cambridge, Mass , 1934 

* Earl J Hamilton, "Spanish Mercantilism before 1700," Tacts and Factors tn Economic 
History (Cambridge, Mass, 1932), 214-239, and "The Mercantilism of Ger6nimo de 
Uzt&riz a Re-examination," Economics, Sociology, and the Modern World (Cambridge, 
Mass, 1935), 111-129. 
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quisition on account of the lowness of its style and the looseness of its 
morals/ ** it finally appeared in 1794.^® But it had little direct influence 
either in the eighteenth century or subsequently. Only to a limited extent 
and for a brief period, under the late Republic, has liberalism ever found 
lebensraum in Spain. 

Schmoller's selection of the policies of Frederick the Great, in 1740-86, 
to illustrate mercantilism®® attests the absence of laissez faire in Prussia 
Apparently the first important liberal reforms in Germany did not occur 
until the first decade of the past century 

In France control over industry by the craft guilds actually increased. 
They became progressively exclusive in their principles and drastic in their 
regulations. Their legal position was undermined by the substitution of 
state enforcement for autonomous execution of their ordinances, but the 
vast army of bureaucrats charged with industrial supervision was dis- 
astrously thorough in the performance of its duties. Although nature 
favored the mercantilists through a succession of bad harvests, the swift 
collapse of the Turgot ministry under the weight of opposition to his 
suppression of the guilds and removal of the restrictions on the gram 
trade shows that France was unwilling to accept the freedom of trade so 
eloquently championed by her economic and political theorists The moder- 
ate protectionism resulting from the treaty of 1786 with England and a 
similar convention with Russia was swept away by the French Revolution. 

To summarize, prices became more flexible, the guilds declined, the 
mobility of labor increased, and the triumph of laissez faire doctrines ob- 
structed the enforcement of industrial regulations and weakened impedi- 
ments to external commerce. All these tended to reduce the rigidity of 
business However, the extent of the advance in flexibility is commonly 
exaggerated; for the essential elements of the mercantile system survived. 

Undoubtedly there is interaction between economic theory and economic 
practice, but the experience of the eighteenth century tends to confirm 
von Hayek's view that the economic thought of each generation does not 
affect practice until the next It would be a great mistake to assume that 
natural liberty dethroned mercantilism in practice before the ink dried 
on the Wealth of Nations. Adam Smith entertained no such hopes. One 
cannot find in the original or the subsequent editions of his work recog- 
nition of substantial liberal advances in his own or any other country. 
Far from arguing for what there already was, Smith believed that he was 
crusading for what there was not and never would be^ In the shadow of the 
'*divine hand" metaphor he tells us that "to expect, indeed, that the 
freedom of trade should ever be entirely restored in Great Britain, is as 
absurd as to expect that an Oceana or Utopia should ever be established 
in it."®i 

“ John Rae, op at , 360 

“ Wealth of Nations, I, 435 


Essay on the Mercantile System (London, 1902). 



RIGIDITY IN BUSINESS SINCE THE INDUSTRIAL REVOLUTION 

By Herbert Heaton 

University of Minnesota 

Professor Gras has described rigidity as "a condition or circumstance 
found in a man, a group of men, or an institution which operates as a 
drag on business,” as “a factor which often impedes the attainment of an 
objective in business,” or as “something that impels business in a certain 
direction, up or down ” The dictionary defines rigidity as stiffness, un- 
adaptability, uncompromisingness, a state or quality of being stiff, not 
flexible, not to be bent, firm, not to be moved. I find it hard to interpret 
the limitations of the definition; it seems to stretch to the horizon, it 
includes the personal shortcomings and stubbornness of the businessman; 
it embraces all the restraints imposed by government and by the nature 
of the capitalist system in general as well as by the peculiarities of the 
particular business in which the businessman is engaged; culture patterns 
and culture traits are involved, and surely it should also include the 
rigorous operation of the economic laws of marginal cost, productivity, 
and utility, of diminishing returns, of competition — pure or impure — 
which the businessman cannot know unless he neglects his business 
and devotes his waking hours to reading the publications of the Cambridge 
school of economists In short, rigidity seems to mean that the businessman 
can exercise his free will — even the will to be rigid — only in a world 
dominated by a greater or less degree of politics and predestination. 

It IS somewhat difficult to decide the period covered by the phrase 
“since the Industrial Revolution.” Some of us contend that this revolution 
began to prepare to revolt in the sixteenth century and only finished the job, 
even in Britain, well after the middle of the nineteenth century. I assume 
that my assignment covers roughly the nineteenth century and as much of 
the twentieth as is capable of inspection. 

In comparison with earlier centuries, this period was the very antithesis 
of rigidity. It was the age of liberation, laissez faire, free enterprise, free 
trade, free movement, free labor, and free land. Religion had become 
largely a Sabbath exercise, and in North America the railroad service on 
Sunday did not differ much from that on weekdays Religion was religion, 
politics was politics, and business was business, and while the first two 
carried on an endless dialogue, the parson was welcomed only if he did 
not interrupt the flow of reason. Politics spent much of its time destroy- 
ing old forms of feudal, urban, guild, or state control before it began 
seriously to build new ones. It abolished what was left of serfdom, wiped 
out the remnants of guild restraints, reduced tariffs, repealed navigation 
laws, dismantled the old colonial systems, abandoned the regulation of 
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wages, prices, interest rates, and quality of goods, removed the ban on 
the emigration of skilled artisans or the export of machines, and ended 
such surviving monopolies as that of the East India Company. While it 
thus removed most of the hindrances to the free use of land, labor, and 
capital, it usually helped wherever it was asked to do so by sufficiently 
powerful or energetic interests. It gave bounties or tariff aid to infant 
industries; it encouraged or undertook the construction of the new trans- 
portation facilities. It simplified and reduced the cost of floating joint- 
stock companies, and granted the privilege of limited liability on fairly 
easy terms. It liberalized the laws of banking and of bankruptcy In 
general its guiding policy was a composite of “help, don’t hinder, caveat 
emptor; and blessed be competition.*’ To preserve competition it might 
encourage the building of a second railroad in an area already served by 
one; or it might pass antitrust laws and enforce them by fits and starts 
Only when and where this guiding policy proved inapplicable or produced 
unsatisfactory results was the state likely to pursue an interventionist 
policy. But the advocates of intervention had to establish an overwhelm- 
ingly convincing case before the state would act It was easy to do that 
in the matter of labor regulation of young or female factory workers, 
but beyond that rather exceptional and limited step the state was slow 
to move We have to get near to 1900 or even pass to this side of it before 
governments began to feel the urge to save everybody from everybody else. 

While the nineteenth century gave legal freedom to enterprise, it also 
gave it a vastly greater measure of physical freedom The doubling of the 
world’s population in about a hundred years, the improvements in meth- 
ods of production and transportation, the expansion of old industries and 
the birth of new ones, the emigration of fifty million Europeans, the chance 
to export capital or goods to the new world, the settling of possibly ten 
million square miles of that world, the rise of capital goods industries, the 
ramifications of banking, and the growth of service industries and of pro- 
fessions — all these gave an unprecedented stimulus to every kind of en- 
deavor. There had been nothing like it in the whole earlier history of 
mankind, and there probably will never again be anything like it In that 
hundred years peace from Waterloo to the first World War men knew 
not Armageddon; they had lost the chance or the desire to fight infidels, 
they had only to fight nature and each other in the fields of economics and 
politics 

In such a dynamic age rigidity seems out of place or doomed to the 
attention of the devil and the bankruptcy court. One thinks of the under- 
taker, alias the entrepreneur of whom we talk so much, moving about 
with the ease of a globule of mercury on a highly polished sheet of glass. 
Yet if the external aspects of rigidity — ^those imposed by state or church — 
decline in importance until nearly the end of the century, some internal 
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ones remain, new ones develop, and some of them grow to large dimen- 
sions, with disastrous, or at least harassing, consequences. The very pace 
at which enterprise moves makes the risks of destruction greater; the pat- 
tern of the roller coster — a dozen cyclical fluctuations and four secular 
trends — is bad for all too many passengers; and the fickleness with which 
customers’ tastes pass from swings to roundabouts to swings, from canals 
or turnpikes to railroads to automobiles, from candles to kerosene to gas 
to electric light, from brass to iron to steel, from horse buses to street- 
cars to buses or private cars — all make the dangers and the cost of rigidity 
dangerously high. 

Of these dangers I feel competent to speak about only one or two 
of the more important or novel. The first, and probably the most im- 
portant and new, was the quantity of fixed capital needed for the new 
equipment of manufacturing and transportation Until at least the middle 
of the century the cost of industrial buildings, power generators, machin- 
ery, blast furnaces, brick kilns, etc , was small. A plant could be built 
up from small beginnings by the natural processes of expansion and by 
ploughing back profits. Generally the manufacturer provided his own 
equipment, and his fixed cost was therefore the rent of the premises 

By 1815 at latest British cotton manufacturers were well aware of the 
burden they had shouldered. In a meeting at Glasgow in January of that 
year they signed a petition for the removal of the import duty on cotton, 
and in that document they described the rigid costs which were cursing 
their efforts. The duty itself amounted to 25 or 30 per cent of the first 
cost of coarse cotton More important still, "of the capital invested in 
this branch of trade, not less than 10 million pounds have been sunk in the 
erection of buildings and machinery, which are inconvertible to any other 
purpose, and which, in the event of a failure of the manufacture, must be 
irretrievably lost ” 

The estimate of 10 million pounds may be exaggerated, but the plea 
of inconvertibility was sound, so far as it referred to the machinery. Much 
of the capital had been supplied by merchants, who had been accustomed 
to keeping their funds in liquid or at least in viscous form, trading in 
goods, acting as commission agents, going into shipping, swinging from 
the domestic to the colonial market, and in general showing remarkable 
versatility. To sink funds in bricks, waterwheels, jennies, mules, and water 
frames was like abandoning carefree philandering in favor of marriage 
without prospect of divorce. This transformation, or reformation, fright- 
ened many merchants into immobility; they stuck to their old methods of 
obtaining supplies by putting out raw materials to domestic workers or 
by purchasing goods in public markets from small producers. But in face 
of the competition of factory products, they were driven to cut the wages 
of domestic workers or the prices paid for homemade goods to starvation 
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rates, and to accept such reduced profits for themselves that they were 
eventually largely driven from the field. Only the merchant who turned 
manufacturer had much hope of surviving from the old order to the new; 
and many merchants who had spare capital sank it in productive equip- 
ment, becoming merchant-manufacturers. 

Much of the fixed capital of early nineteenth century industrialism was 
supplied and built up by men who were primarily manufacturers. I have 
examined the financial records of some of these men and doubt very 
much whether they worried much about the value of their fixed capital or 
about the need for earning the prevailing rate of interest on it, unless it had 
in part been borrowed or invested by a sleeping partner who insisted on 
receiving his regular 5 or 6 per cent At the birth of a partnership — 
and most firms were partnerships of kinsfolk or friends — ^the total capital 
interest of each member was recorded in the deed and in the stock book. 
At the end of each year when stock was taken, interest was added to each 
partner’s capital sum, as was also his share of profit, if there was any. 
From the total of original capital plus interest plus profit was deducted 
any money drawn out by the partner during the year, and the balance was 
his capital stock for the next year. But all this had nothing to do with 
additions to buildings or plant; these were paid for out of current income 
and were regarded as water gone over the dam If much was spent on 
extensions or improvements in any one year, the partners were slow in 
drawing out their interest or profits for a while; but that was apparently 
regarded as merely sound business policy, "abstinence” as the dismal 
scientists were calling it. 

The really overpowering rigidities of the early industrialists were the 
heavy taxes of the Napoleonic war, the laws which in England forbade 
the establishment of joint-stock banks, and, above all, the obligation to 
pay one’s bills on time, hoping that one’s debtors would do the same 
thing. That last piece of rigidity was all too often rtgor mortis , and bank- 
ruptcy usually came from an overdose of overdue debts rather than from 
any crushing burden of fixed capital costs. 

At other points the early nineteenth century undertaker revealed various 
degrees of rigidity. If he was stolid and had been prosperous, he clung 
to patterns and styles far too long; he relied on old forms of marketing 
and was convinced that quality would bring buyers back to him after 
they had been tricked by shady rivals. If he was enterprising he tried 
novelties in style, price, and quality, especially when seeking to lift him- 
self out of a depression; he experimented with new forms of buying and 
selling, and became a manufacturer-merchant instead of using the old 
commercial outlets. A large part of the English cloth which came to the 
United States between 1800 and 1830 was made by manufacturers whose 
brothers or sons had come to live in New York, Philadelphia, or Boston. 
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These ’‘damned Yorkshiremen/' as Niles called them, constituted a vigor- 
ous colony of emigrSs, filling m^ny boarding houses in Park Place. Some 
of them developed the shipping of cotton from New York to Liverpool, 
thus making returns in goods rather than in bills or drafts One of them 
founded the first line of transatlantic packet ships which did so much to 
put New York ahead of its two rivals. There was little rigidity in such 
men; like Jurgen, they were willing to try everything once, even to beating 
the New York customs officers; and elasticity in a world rigidly bound to 
cyclical fluctuations sent some of them into bankruptcy sooner or later 
Rigidity in fixed capital burdens does not seriously influence manufact- 
uring till we get to the great iron and steel, chemical, coal, and light 
and power plants of the second half of the century. But by that time, the 
largest home of fixed capital outlay had been built I mean the turnpikes, 
the canals, and, greatest of all, the railroads Land and inland waterway 
transportation have been the greediest of fixed capital consumers, it has 
been estimated that it cost 100 billion dollars — two and a half times the 
federal debt — ^to equip the world with railroads But the method of 
financing the transport systems was even more important for our subject 
than the amount of capital involved. The British turnpikes were financed by 
selling bonds The privately constructed canals raised some of their capital 
by selling stock, but the amount of money thus raised was never enough 
to finish the job. Various emergency financial expedients had therefore to 
be adopted, including the sale of preferred (or even cumulative preferred) 
stock, and the borrowing of money on mortgage, bond, or promissory note 
The railroads could rarely do better than this, and in some respects they 
did worse. By 1849 the British railroads had raised 230 million pounds 
of capital Of this, 69 per cent was ordinary stock, 9 per cent was pre- 
ferred stock, and 22 per cent was made up of loans, which we may lump 
together as bonds. During the next nine years, as Professor Evans has 
shown, the capitalization jumped 37 per cent, or 85 million pounds But 
of that increase, only 20 millions was in common stock; the balance was 
in preferred stock and bonds. Hence by 1857 common stock accounted 
for only 57 per cent of the capital outlay, preferreds for 18, and bonds 
for 25. This trend toward bonded indebtedness continued, and in 1913, 
37 per cent of the 1,300 millions capital sum of the British railroads 
consisted of bonds or of some form of guaranteed stock 

If the British railroad director was accused of foolish financing, he could 
retort, “Look at the United States and at the state-owned railroads, “ 
and while you were looking he might slip away. Certainly the North 
American situation was proportionately far more burdened with the rigid 
obligation to pay interest, for three fifths of the United States railroad 
capital was in bonds, the Canadian situation in the early twentieth century 
was probably worse, and the state-owned railroads were built almost en- 
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tirely with borrowed money. Our own nemesis is too well known (or is 
being too successfully stalled off) to be discussed here; but the Canadian 
transportation system — ^waterways and railroads alike — is perhaps the 
world's best example of the impasse into which nineteenth century trans- 
portation needs, business policies, and financial methods can steer a country. 

So far we have looked at rigidity in only one place. But fixed capital 
costs are not the only aspect of rigidity in modern business. Rigidity may 
characterize the supply of working capital, banking practices, transportation 
charges, marketing costs, the wages bill, the amount paid in executive 
salaries, taxes, licenses, and government levies in general. As an alternative 
to these rigidities in costs, there may be rigidities in price, imposed by 
government regulation, by the fear of foreign competition, by agreement 
among rivals, by poly-, oli-, duo-, or monopolies, by custom or inertia, 
by purchasers* resistance, by the deep-rooted habit of thinking in terms of 
five or ten cents, or by the lack of a coin worth half a cent I wish someone 
would write a thesis on the relation between the price level in different 
countries and the value of their units of small change There are rigidities 
in business policies which make a firm unable, unwilling, or hesitant to 
embark on new products, diversify or specialize, expand or contract, merge, 
integrate, or even change the chain over which it broadcasts Finally there 
are rigidities in the businessman's ideas concerning himself in relation to 
the community and in the community’s ideas concerning its relation to him. 
The attitude of different sections of society toward labor unions, bankers, 
chain stores, group banking. Wall Street, and tenant farming, all create 
an tdee fixe which makes realistic reorganization and changes in policy 
diflacult or at least slow 

On these many aspects, which may be found singly or in combination, 
there is time to make only a few comments. In the first place the im- 
portance of some of them has probably been exaggerated For instance, 
the influence of labor organizations in raising or maintaining wages has 
almost certainly been given too great importance in nineteenth century 
history. As Mr Rostow has shown, the maintenance of British wages 
during the seventies and eighties, in a period of heavily falling prices and 
of widespread complaints about the Great Depression, was not due to the 
power of organized labor, for trade union membership languished during 
those decades. And Australian experience during the last twenty years 
has shown that refrigerators which seem to freeze wages to the standard 
of living can defrost to the extent of reducing wages in times of falling 
prices and also — to mix my metaphors — can pare them still further to take 
account of an absence of prosperity. 

In the second place, rigidity is inherent and inevitable in the nature 
of many of our modern enterprises, and there is not much we can do 
about it. This is true of the industry dominated by small units, such as 
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agricultute, and of the largest ones, such as chemicals and the public 
utilities. Agriculture has been ignored in this session, yet it has probably 
developed more rigidities durmg the last hundred years than any other 
form of activity. Its growing commercialization and tendency to specializa- 
tion, its dependence on more costly equipment, the increasing values of 
land in the new world, and the growing weight of transportation costs and 
taxation, have all made it more rigid, especially in terms of costs and 
specialization. There may be no alternative to this; but we might consider 
whether it would not be wise to abandon our glorification of the ideal of 
land ownership by the cultivator and be a little more charitable toward 
the idea of well-regulated tenancy. At least the landlord would then 
share with the farmer the risks of rigid costs in a time of falling prices, 
and if the experience of other lands was repeated, he would serve as a 
cushion, by being forced to absorb, in the form of reduced rents, some 
of the loss in land values At the other end of the list, large-scale organi- 
zation seems inevitable, and flexibility is less appropriate in a Queen Mary 
than in a submarine chaser Some are born rigid, some achieve rigidity, 
and some have rigidity thrust upon them 
My third comment is on the relationship between rigidities and the 
business cycle as well as the secular trend. In prosperous times and in an 
upward trend, rigidities in organization, policy, and costs do not matter 
much; they look like causes of prosperity But when the curves — long- 
term or short-term — are descending, old rigidities may lead to disaster, 
while at the same time new ones may develop The crises of 1825 and 
1837, coming in a downward secular trend of prices, played havoc with 
the whole structure of mercantile capitalism, including its banking activi- 
ties; at the same time they led to regulation of note issues and stimulated 
early labor organization. The higher price levels and easy profits of the 
years 1849-73 stimulated vast expansion of fixed investments in agriculture, 
railroads, and foreign loans, and created an atmosphere favorable to free 
trade and intensified competition. But the uneasy, unprofitable decades from 
1873-96 shook competitive industrial capitalism badly, as well as the 
agricultural organization and practices of western Europe; hence those 
who had invested heavily, specialized minutely, or become set in their 
business policies during the previous period were in difficulties, and there 
was a general search for devices which would reduce costs or raise prices 
It was in this period that business and the state began to formulate those 
policies which have characterized the twentieth century — associations to 
control prices or output, cartels, trusts, integrations, control by investment 
bankers, tariff protection, railroad regulation, subsidies, colonial prefer- 
ence, and so forth. The beginnings of "the end of laissez faire” can be 
traced to that period. But the full development of these public and private 
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policies had to wait till the next downward secular trend which began in 
the twenties and the collapse of the thirties. 

That brings me to my last conunent, which is a question that only time 
can answer. Is there a general inherent rigidity in modern capitalism, or 
in the modern forms of capitalism, which impels it in a certain unchange- 
able direction to destruction or at least to drastic transformation Marx 
was sure there was, and Sombart was equally sure, two decades ago, that 
modern capitalism had passed through infancy, youth, and exuberant man- 
hood to middle age, and was approaching senility He saw its hair graying, 
and its teeth falling out Perhaps today he would say that its hair has 
turned gray overnight from the shocks of the last ten years and that its 
teeth have been knocked out in a concentration camp It is certain that the 
rigidities created by the system itself during the last fifty years, plus those 
imposed by a depressed world, by an ideology-bound world, by a world 
preparing for war, and by a world which believes that political means can 
work economic miracles, have produced an economic order which is far 
remote from the classic capitalism of the Victorian age It is equally 
certain that the forces which drove and dominated that classic age seem to 
be spent. 



DISCUSSION 

In opening the discussion, Rudolf A Clemen spoke briefly in place of 
Professor Max Handman whose untimely death had occurred two or three days 
previously. 

Dr Clemen expressed the hope that Professor Gras would elaborate the 
theoretical part of his paper and publish such a statement in one of the journals 
at an early date. Regarding Professor Gras's reference to the just price rigidity 
of the middle ages, Dr Clemen wondered whether in actual fact the just price 
was as rigid as we sometimes thought it had been and whether it did not differ 
very greatly in its effects in various countries The point was made that the 
medieval fairs were probably places where business did not suffer from rigidities 
as much as elsewhere. 

Regarding the sixteenth and seventeenth centuries, it was suggested that the 
so-called ‘mercantilism” was not quite as definite and rigid as Professor Barbour 
wrote Reference was made to Dr. F. K Mann's volume on Marschal Vauban 
and its criticism of the mercantile systems. Rigidities differed very greatly under 
these systems, being much greater in France and Germany than in the Nether- 
lands and Italy. 

Commenting on a statement that Colbert had complained that the French 
merchants and manufacturers were too conservative, it was suggested that per- 
haps Colbert, himself, with his narrow, regimenting ideas and policies had had 
a good deal to do with making merchants more conservative and careful as a 
practical operating matter. 

Preparing for Dr. Tucker’s comments. Dr Clemen brought together the 
various types of rigidity already mentioned in the papers as follows* (1) rigidi- 
ties coming from outside, e g , from the state and from other agencies such as 
cartels, etc ; (2) rigidities coming from within the structure of business due to 
the weakness inherent in large-scale industry (some of these rigidities being due 
to technological processes themselves, and others due to rigidities in administra- 
tion of large-scale enterprise) and rigidities due to overhead costs and to 
administrative prices, (3) another classification of rigidities would be that of 
desirable and undesirable ones concerning which there would be differences of 
opinion , (4) rigidities growing out of procedures in regulation or control from 
outside industry such as production regulation and distribution regulation (some 
of the procedures affecting them being taxation, tariffs, the patent system, regula- 
tion of monopoly, and regulation of resale price maintenance) 

Dr. Clemen pointed out that if you have rigidity in one field, it is likely to 
go over into another field and there is no end. The real problem today is how 
to stop rigidities. Should we have more detailed government control? No, be- 
cause for one thing business decisions made by government are more and more 
removed from the business firing line, making for more rigidity. 

It was suggested that the TNEC testimony points the way. Members of the 
Committee such as Senator O’Mahoney, as Chairman, want to try to preserve 
freedom from rigidity It may be possible to develop a policy toward business 
that will be flexible as to government regulation of it. For example, regarding 
declining industries or weak financial industries such as railroads, regulation 
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now in effect may well continue to be fairly complete, but regarding new in- 
dustries, e g , aviation and others yet to be developed, there is hope that there 
may be less regulation and rigidity from outside, as there is less internal rigidity. 
In new industries there is a safety valve for American initiative. There is ground 
for the talent of new generations There can be a renewal of the spirit of the 
old entrepreneurs. Senator O’Mahoney and Assistant Attorney-Generd Thurman 
Arnold hail from a country where this spirit exists and acts. Less governmental 
rigidities for new industries will help to create and provide a new frontier for 
our active, restless, ingenious people, industrially free from rigidities This we 
need 

Rufus S Tucker There is nothing in the principal papers to which I could 
take exception It seems to me, however, that they have failed to discuss the most 
important kind of rigidity, perhaps because it is sociological rather than eco- 
nomic in nature. I refer to rigidity of the social structure, meaning especially the 
ease or difficulty with which individuals can shift occupations and rise from the 
lower income classes to the higher Although this rigidity is sociological it has 
economic consequences and depends to some extent on economic causes If such 
rigidity exists it is obvious that the national income will be lessened by it because 
it prevents the proper distribution of tasks according to skills and discourages the 
introduction of new methods. Class rigidity will also be greater or less according 
to the amount of capital and training required to enter various occupations and the 
ease of obtaining that capital or training Certainly it is easier to obtain training 
now than it used to be More capital is now required to set up an independent 
business, but perhaps it is no harder to obtain capital now than formerly because 
of the higher average income of the people now and the facilities for operating 
with the capital of others 

One manifestation of social and class rigidity is rigidity in the distribution of 
income More could be done in studying this than has been done The available 
figures, even for recent years, have not been analyzed enough to show what pro- 
portion of wealthy families started life in poverty or how long wealthy families 
retain their wealth 

Another kind of rigidity that has been overemphasized and much misunder- 
stood is rigidity of prices. There have always been some prices that changed 
frequently and others that changed rarely lliere have always been some that 
fell greatly in depressions and others that did not fall so far The explanation of 
these differences lies in the nature of marketing and in the nature of costs of pro- 
duction. It IS clear that the growth of large-scale enterprises is not the explanation 
of price rigidity since they have always existed and are no more common in 
industries dominated by large enterprises than in others. They are more common 
among manufactured products than among agricultural products and other raw 
materials Probably they are more attributable to rigidity in wage rates than to 
any other factor. Whether wage rates have become more or less rigid in the 
course of the centuries is not certain It would be helpful if economic historians 
devoted more attention to this point One thing, however, is known* in the 
middle ages and earlier modem periods, laws with respect to wages were generally 
intended to keep them down. Nowadays laws with respect to wages are generally 
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intended to keep them up or to raise them. Since the modem laws are supple- 
mented by the activities of strong labor organizations it is likely that they are 
more effective in keeping wage rates up during depressions than the older laws 
were in keeping them down during bpoms 
Summing up, it is obvious from the papers that many kinds of rigidity have 
become less important or entirely disappeared since the middle ages, and there 
is little evidence that the rigidities that replaced them have been as strong or as 
widespread, in spite of the strong tendencies to greater rigidity that have become 
manifest all over the world since 1914 and especially since 1932. 



ECONOMICS OF WAR 


INFLUENCES OF PREPAREDNESS ON WESTERN 
EUROPEAN ECONOMIC LIFE 

By Frederick Pollock 
International Institute of Social Research 

My topic IS the influence of preparedness upon economic life before 
the outbreak of the present war in the European countries west of the 
border of old czarist Russia and the Balkans Since I restrict myself to the 
effects of preparedness, I shall not discuss the significance of economic 
measures induced by the outbreak of war itself but only of those instigated 
by the threat of war 

The influences of preparedness upon economic life as shown in Europe 
were and are so pervasive as to permit us to speak of a "preparedness 
economy " This term is literally the same as the German term Wehrwirt- 
schaft which came into general use in 1935 when rearmament became the 
leading impulse in German economic life A preparedness economy is 
transitional in a double sense in the narrow sense it marks the gearing 
of what was a peace economy to the threat of war, in the wide sense, it 
marks the transformation of traditional capitalism into a system whose 
fundamental relations are not yet clearly delineated The widely discussed 
inherent tendencies of latter-day capitalism are developed, strengthened, 
and effectively enhanced by preparedness measures These measures not 
only alter parts of the system, however, but tend to create new vital institu- 
tions within the economic body 

War economy, new style today, is no longer superimposed upon a peace 
economy, as it was in the World War, but takes its roots in preparedness 
economy After the last war, it was possible to eliminate quickly most 
of the so-called "emergency" war measures, because they were grafted 
upon a functioning economic system After this war, specific war measures 
may be eliminated, but many signs portend that the very structural nexus 
of preparedness economics in which these war measures took root cannot 
be abolished in most European countries as a long-term phenomenon for 
the following two reasons First, the whole economic system has undergone 
with the impetus of preparedness such cataclysmic changes that the tradi- 
tional methods can no longer cope with the new problems brought in their 
wake Second, with no lasting basis for European peace in evidence, pre- 
paredness IS bound to continue to set the stage for economic life. 

The sweep and scope of this development spring from the fact that all 
contemporary war between major powers is "total" war, i.e , it involves 
the entire population regardless of age and sex Preparedness is no longer 
restricted mainly to the fighting forces and their needs, military and eco- 
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nomic, but also has to provide for and protect the emotional and culturj 
as well as the material needs of the civilian population. 

Hence '‘preparedness economy" is an economic system which has alread 
been changed or which is on its way to being transformed by the prepari 
tions for a total war. These changes may be dated in Germany from 193 
on, when armament expenses jumped from less than 400 million dollaj 
to 2% billions; in England from 1937 on, when the principle of financm 
by taxation was abondoned; and in France from 1938 with the rise of th 
Daladier government. 

All three countries reached an advanced stage of preparedness some tim 
before the outbreak of the war. Germany in 1938 when she allocated clos 
to half of her national income to war purposes; France, when the emergenc 
decree of March 20, 1939, was passed, and in 1939 England, the last of tl 
great European countries to subordinate all economic activities to preparec 
ness. She revised her preparedness expenses for 1939-40 three times befoi 
the outbreak of the war, from less than 3 billion dollars to more than 3^/ 
billion dollars — a sum nearly six times as much as allocated five years pr( 
viously for similar purposes. 

We may distinguish in Europe two types of preparedness economy: th 
"democratic" and the "totalitarian." The democratic type is marked initial] 
by separate, seemingly unconnected measures in the nineteenth centui 
tradition somewhat modified by the experiences of the World War Th 
guiding principle of this stage of democratic preparedness economy is t 
offer minimum disturbances to private enterprise and to political institi 
tions, at the same time blueprinting plans for a centralized war econom; 
The totalitarian preparedness economy starts with the recognition that th 
traditional methods of "business as usual" are inadequate and that it 
necessary to introduce all types of innovations short of the abnegation c 
the principle of private property. The rapidly intensifying danger of wa 
however, forces the democratic states to adopt methods which are i 
material effect identical with those of the totalitarian states, whatever th 
ideological differences purport to be 

This process is not to be laid at the door of a single individual, grou 
of individuals, or a national character It is inherent in the postwar worl 
and in the rise of industrialized warfare A world of "haves" and "haw 
nots" creates aggressor nations willing to utilize all available weapons i 
change their "have-not" status. The per capita equipment of a contempc 
rary army and its destructive capacity are of suA scope and dimensior 
that they imply "total” war. Total war, however, can only be met wit 
total preparedness. 

I 

What has total preparedness meant throughout the range of Europea 
economic life at very recent years? This may conveniently be discussed i 
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terms of the changes in the status of government, capital, labor, middle 
classes, international trade, and finally the cumulative effect of all these 
changes upon the structure of the original economic systems. 

Government, Government as the power agency is present in all the 
specifically economic spheres we shall discuss, but it is useful to under- 
stand its changing functional status in general and not only in its specific 
performances in, for instance, labor relations and international trade. This 
changing status of government occurs in all preparedness countries. 

The fundamental change here is that from the traditional liberal re- 
striction upon state intervention in economic life to complete control over 
that life by the state. One major symptom is the enormous role of the 
government in the redistribution of national income and in the allocation 
of national savings In October, 1938, a high German official admitted 
that two thirds of the German national income was redistributed by the 
government. A few weeks later (on November 12), the general report 
submitted by the French Prime Minister to the President of the Republic 
stated that the French public expenditure for 1939 was budgeted to the 
amount of 137 billion francs. According to the same report, the French 
^'national income was estimated on the most optimistic calculation at 250 
billions Thus, in 1938, the French public authorities laid plans to spend 
an amount equal to about 55 per cent of the national income Of course, 
neither were these amounts in their entirety for preparedness, nor is the 
intrusion of government in economics a process initiated by preparedness. 
But the very fact that the government could assume such a surpassing 
influence in the control over national income is directly ascribable to 
preparedness. 

Capital, As government becomes an economic Leviathan, individual 
private capital step by step loses its traditional rights. Recent publications 
on the German development have emphasized the vampire character of 
the national socialist economy. It is reiterated that the German capitalist 
must seek permission for any new investment and plant replacement, that 
he IS frequently compelled to invest where commanded, and that he is 
pressed into compulsory cartels to facilitate further government regulation. 
Prices and profits are stringently controlled, the supply of raw materials 
and labor in any given industry or enterprise is subordinated to national 
necessity as regards all industries and enterprises. Foreign trade is simi- 
larly shackled 

In the late stages of preparedness, this more and more became the posi- 
tion in which French and English entrepreneurs found themselves. The 
emergency decree of March 20, 1939, brought into the open in France 
this immanent tendency. The decree stipulated that the preparedness sector 
of the French economy was to be subordinated to the Ministry of Na- 
tional Defense. This ministry is responsible for the central regulation of 
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the rate of productive expansion, for the provision for priority of govern- 
mental orders over private orders, for the storage and delivery of all raw 
materials, etc. The first preparedness laws promulgated in August, 1936, 
by the Popular Front government, were restricted to armament industries 
in the narrower sense of the term This new decree strikes all important 
sections of French economy In addition to armament industries, all private 
enterprises receiving substantial orders for the army, navy, and air forces, 
and, moreover all enterprises which may be listed as vital for defense by 
the Ministry of Labor or the Prefectures, are considered as belonging to 
the preparedness sector Ten days after the promulgation of the decree, an 
executive order stated that all the iron and metallurgical industries were 
ipso facto part of the preparedness sector, and many other economic ac- 
tivities were brought under government control 

In England, the creation of a Ministry of Supply with powers similar 
to tfie French Ministry of National Defense and the German Four Year 
Plan Authority was first advocated in 1938, but it was only in June, 1939, 
that such a ministry was established, and that with very limited powers 
For the causes of this hesitancy I quote from the book of E V Francis, 
Brttasn^s Economic Strategy. 

The Government was instinctively against interfering with industry as long as the ma- 
chinery worked without too much friction Planning economic mobilisation in advance of 
actual war involved such a break with tradition, such an infringement of private enterprise 
and even a limitation of departmental powers that the line of least resistance was taken 
Each problem therefore was tackled piecemeal 

It IS now evident that with the outbreak of the war this policy of 
'‘muddling through,” inadequate as it was before, had to come to an 
end, and as The Economist of October 28, 1939, tells us "The Ministry 
[of Supply] will become the biggest and the most comprehensive trading 
organization in the world ” 

Labor. Parallel to the loss of traditional rights by capital goes the 
tendency to subordinate the traditional rights of labor to the requirements 
of preparedness There exists an important time lag in this development 
between the totalitarian and the democratic states In the totalitarian states, 
this process was completed with the establishment of the one-party system 
the right to enter freely or to leave employment, the right of collective 
bargaining, and the right to strike have been completely eliminated. Labor 
unions are either annihilated or transformed into government organs In 
the democratic states, when the necessities of preparedness conflict with 
the rights of labor, there is no doubt that labor must give way Up to the 
outbreak of war, the essential rights of labor were not severely curtailed 
in England and France In France, however, under the pressure of prepared- 
ness, most of the social legislation of Popular Front days was revoked 

There is another aspect of the status of labor under preparedness — 
that relating to the standard of living Preparedness necessarily concentrates 
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the national economy upon armaments in the broad sense. Production of 
consumers goods is sutordinated to production of armaments and pro- 
ducers goods. All available resources are tapped, including labor, with a 
double consequence individual wages, as well as the total purchasing 
power of the working class, rise, due to increasing employment. Left un- 
checked, a conflict arises between growing purchasing power for consumers 
goods and their stationary or reduced rate of production Since a sub- 
stantial expansion in production of consumers goods is incompatible with 
preparedness, the only way to avoid a most undesirable inflationary process 
is through strict control of wages and commodity prices and through 
heavy taxation This necessarily demands under an advanced preparedness 
economy that longer hours be accompanied by a stationary or reduced 
standard of living 

In considering the status of labor under preparedness, one must add 
that there is a gradual absorption of unemployment 

The Middle Classes The farmers, in so far as minimum prices are 
guaranteed and expansion of production is encouraged for most agricultural 
products, are for a time favorably affected by preparedness measures In 
the advanced preparedness stage, however, the situation of the German 
farmers deteriorated as a result of the scarcity of farm hands and the 
disproportion between the fixed price level for their agricultural products 
and the rising price level of industrial products. 

In industry and trade, the small enterprises suffer more under govern- 
mental measures than big business, since their survival is so much less 
important to the success of preparedness The situation is well summarized 
in the carefully chosen words of the Frankfurter Zeitung [Handelsblait, 
November 26, 1939) written after the outbreak of the war, but referring 
to conditions precedent 

the survival of the independent entrepreneur, regardless of the size of his enterprise, 
has become an important goal of the national socialist economic policy But despite the 
theoretical recognition, the practical difficulties arising for the small and middle enterprises — 
in war economy no less than previously — raise the question of how far these difficulties can 
be avoided A tendency toward increasing concentration is essential for war economy and, 
I may add, for a preparedness economy as well The compulsion of placing and executing 
all orders most efficiently, of saving raw materials, productive capacity and labor, necessi- 
tates the elimination of all less efficient enterprises 

The experiences of the Ministry of Supply in England, as reported in 
The Economist, point in the same direction 

So far the Minister has relied upon existing trade associations as far as possible, and 
where no trade association has existed, the Control has been created from the resources of 
the largest firms The British Iron and Steel Federation, for example, has in effect become 
the Iron and Steel Control , the leaders of the timber trade have become the Timber Control, 
etc These transformations have some immediate convenience, for the trade associations 
already have machinery in existence for doing many of the things that the Control does, 
and this policy does insure that the Control is expertly advised on technical matters But 
there are very real dangers of abuse, for those in control may well be faced by awkward 
problems of divided loyalty 
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The compulsory elimination of many middle-class German businessmen 
may be explained by the specific German situation of shortage of workers, 
shrinkage of middlemen’s profit, and inadequate supply of raw materials. 
By February, 1939, more than 100,000 out of 600,000 one-man handicraft 
shops were closed by the government, notwithstanding the assurances in 
the national socialist program that the golden age was on hand for the 
middle class. 

International Trade. The liberal conception of the international division 
of labor was irreparably damaged by the World War. The history of the 
spread of protectionism and the vain attempt to restore pre-World War 
conditions need not be retold here The distortion of the classical eco- 
nomic conception of international trade has been enhanced by preparedness. 
Preparedness demands some form of self-sufficiency of every European 
nation in times of war This and the regard for potential allies, vassals, or 
enemies introduce elements totally alien to the original concept of buying 
cheapest in the best markets The regulation of international exchange 
has given added impetus to this entire tendency. The strangling of foreign 
investments is a consequence of preparedness needs and fears engendered 
by a general state of tension, as is the migration of "hot” money 

The Structure of the Economic System. Thus far we have discussed 
consequences of preparedness measures on various segments of European 
economics Many problems touched on here, or not mentioned for reasons 
of time, require extensive analysis. But we pause here for a consideration 
of the qualitative changes wrought in the economic system by preparedness 
measures in an advanced stage. This stage was not reached in all western 
European countries at the outbreak of this war, but it is my opinion that 
all major western European countries were on the way to it 

No essential feature of traditional capitalism has been left untouched. 
The free capitalist entrepreneur becomes a governmental functionary; the 
profit motive, the engine of the capitalist system, has to a large degree been 
supplanted by governmental regimentation; private property is maintained 
in principle but has lost much of its economic power, its place having been 
virtually filled by the state. The roles have been reversed. Traditional 
capitalism proclaimed to the state, "Stay out of business!” In an advanced 
preparedness economy, the state proclaims to private owners, "Give up 
your control of business.” Free competition, and its agent, free prices, be- 
come obsolescent nationally and internationally. 

Since the aim of preparedness must be the diversion of national pro- 
duction into "state luxuries,” resulting in a scarcity of consumers goods, 
prices for consumers goods would go sky high under conditions of a free 
market. This would undo the entire preparedness program. To obviate 
this, the free price mechanism had to be discarded and replaced by direct 
and indirect price control. 
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Only one of the institutional devices of traditional capitalism fulfills its 
aboriginal role more adequately than ever. I refer to money and aedit. 
They were considered by classical economists as a mere medium of ex- 
change, as a vehicle for moving goods and services. Their behavior as 
autonomous forces by diverting or interrupting the circulation of goods was 
considered a usurpation of economic purpose. The extent to which they 
are today manipulated by governments, totalitarian and democratic, may 
not comply with the classical concept of economic automatism, but it does 
comply with the classical concept of their true function. 

Tliese characteristics, supposedly inherent in an advanced preparedness 
economy, are actually inherent in traditional capitalism at a certain stage 
of its development, and have hastily been matured in the hot-house of 
preparedness for total war. 

This leads me to a summary consideration of the larger implications of 
preparedness economy in western Europe They may be broken into three 
headings: first, the influence of preparedness upon full employment and 
the business cycle; second, the rise of economic planning; third, the rise of 
state capitalism, accompanied by the decline of the old ruling groups and 
the ascendency of bureaucracy. Obviously, I cannot go into detail con- 
cerning any of these, but merely oflFer a point of departure for discussing 
them. 

II 

Pull Employment and Business Cycle. It is paradoxical that in Europe 
full employment has only been attained for a sustained period in our 
time under the pressure of preparedness We all agree that full employ- 
ment based on an adequate standard of living is the crucial problem for 
economic theory and practice today. It is attained under preparedness at 
the sacrifice of an adequate standard of living and by building up an eco- 
nomic structure hardly workable for other purposes than preparedness on 
an ever increasing scale. 

There is another aspect of this. One of the roots of business cycles is 
the impossibility of sustaining continuous expansion of production of pro- 
ducers goods under contemporary economic conditions Much more than 
in the United States, European economics is menaced by stagnation and 
even contraction. As long as unused productive resources are available, 
preparedness measures have an effect similar to public works programs 
advocated by the Keynes school to overcome depression. Not only would 
full employment cease as soon as preparedness or other public expenditures 
were kept stationary or were reduced, but the longer preparedness efforts 
continue, the greater will the disproportion between the sphere of producers 
goods and armaments on the one side and the sphere of consumers goods 
on the other side grow, thus setting the stage for depression of unheard- 
of dimensions. 
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Rise of Economic Planning. Such a situation cannot be handled with the 
traditional market system, but only by government acting in terms of a 
comprehensive plan But long before such industrial demobilization plans 
arise, centralized planning has become the order of the day The experience 
of all European countries with preparedness shows clearly its inextricable 
link with centralized governmental plans. Total preparedness makes plan- 
ning inescapable In an article complaining of Britain’s failure to plan 
with full efficiency and stressing the necessity “to work out a fully ar- 
ticulated but unified plan,” The Economist for July 15, 1939, stated 

The job to be done is to apply all the resources of Britain, industrial, commercial, 
financial, organizational and intellectual to the many-sided but single object of national 
defence It is a re-orientation of society itself that is needed, temporary but fundamental, 
and the trouble is that too much of the preparedness is still improvised and piecemeal 

Leaving aside the wishful thinking concerning the temporary character 
of such necessities, this statement clearly expresses the simple, inexorable 
fact that co-ordination of all economic efforts towards one goal is impossible 
under modern conditions without, to repeat from The Economist, “a fully 
articulated but unified plan “ 

State Capitalism and the Rise of Bureaucracy. Under advanced prepared- 
ness, government not only controls all important branches of production 
and distribution, but more and more assumes the role of the most powerful 
capitalist, I may mention the enormous share of public investment in the 
total amount of capital investment In addition not only have the German 
government and the National Socialist Party acquired ownership of private 
enterprises, but in the last two years the English and French governments 
also have become direct owners or partners in vast industrial and com- 
mercial undertakings An economic system may be called state capitalism 
where the principle of private ownership of capital is maintained but where 
the state gradually is becoming or has become the most important single 
economic factor State capitalism seems to be the logical outcome of total 
preparedness 

I conclude with a few words on social trends originating in these eco- 
nomic tendencies I want to stress the rise of a bureaucracy vested with 
overwhelming power, developing from an amalgamation of the old state 
bureaucracy, the industrial bureaucracy, the military bureaucracy, and the 
new preparedness bureaucracy Private capitalists and moneylenders in 
Europe appear to be suffering the fate of the feudal lords; that is, they are 
losing their social functions, and with them the basis of their political 
power vanishes. 

The latest developments in France and England seem to suggest a 
gloomy prospect whereas in Germany and Italy, Fascism created a pre- 
paredness economy, in England and France, the inherent tendencies in a 
preparedness economy lay the basis for some kind of Fascism. 
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The principal question which arises from the western European ex- 
perience IS the following: must total preparedness be considered as a 
transitional phenomenon or one which may develop into a full-fledged pre- 
paredness economy? It appears as if preparedness were a link in a 
VICIOUS circle existing in both national and international spheres* un- 
settled economic conditions, general political and economic insecurity, pre- 
paredness eflForts, further unsettling of political and economic conditions, 
rising insecurity, more preparedness efforts, etc. This process draws part 
of its power from the fact that it finds all its elements in previous eco- 
nomic conditions. 



AN AFTERCOST OF THE WORLD WAR TO THE UNITED STATES 

By Frank G. Dickinson 
University of Illinois 

Some people want war, not because they enjoy mass murder, not be- 
cause the mass hysteria of war times is an antidote for boredom, not 
because an ambitious king, dictator, or president selfishly desires to be 
a hero to history, but because they think it is a good way to end a busi- 
ness depression. 

It is my purpose to examine this prosperity argument for war by using 
the World War as an example and examining its effects upon economic 
growth. Did the World War promote prosperity, or merely raise prices? 
Did the general level of production of goods and services, which is the 
essence of prosperity, increase or decrease during the World War? Did 
postwar production, stimulated by the World War, exceed prewar pro- 
duction of all the good things of life? 

These tests must not be applied to the World War years, 1914-18, 
alone but must include the effects of the World War upon production and 
employment during the two decades since the armistice In this industrial 
age a nation cannot beat its swords into plowshares in a few years, the 
process takes decades. In order to test this prosperity argument for war, let 
us examine the job-creating powers of the World War by comparing 
production during the post-World War period with production in the pre- 
World War period. The procedure will be to determine, if possible, the 
rate of growth in the physical volume of production and other measures 
of the totality of economic activity during the prewar period and extrapo- 
late these prewar rates of growth into the postwar period in order to 
determine whether the postwar rates of growth have maintained the pre- 
war pace. 

In one sense of the term, every year in American history has been a 
war year, a prewar year, or a postwar year. With some qualifications, the 
two decades previous to 1914 should offer a comparable period to the 
two decades since the World War. The early years of the 1890’s were not 
prosperous on the whole. Although prices had fluctuated, the movement 
had been gradually downward since the end of the Civil War. The failure 
of Baring brothers in 1892 had precipitated a financial crisis in London 
and New York. Courageously, President Grover Cleveland had refused 
the pleas of the cheap-money advocates of his day and insisted that our 
paper money should be redeemable in gold, even though the Treasury supply 
of gold was dwindling rapidly. It seems better to exclude the early and 
middle years of the 1890's from the prewar period, because the rapid 
improvement that came after William Jennings Bryan was defeated in 
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1896 should be regarded as a normal reaction to the depressed years 
1890-96. In fact, 1897 and 1898 ought to be excluded on the same grounds. 
So I have chosen 1899 as the first year of the prewar period, even though 
the prewar period is thereby reduced to a decade and a half as compared 
with the postwar period of two full decades. The second reason for ex- 
cluding all except the last year of the 1890*s is to avoid overstating the 
case against the World War Any line of growth starting from 1896 will 
have a much steeper pitch than one starting in 1899 The steeper the pitch 
of the prewar line growth, the greater would be the postwar deficit in 
production. The case against the World War is bad enough without try- 
ing to make it worse by starting the prewar rate of growth in the year 
of lowest production. 

It may be well to observe at this point that, so far as I have been able 
to determine, the rate of growth in the physical volume of production 
during the decade 1897-1906, inclusive, was more rapid than the rate of 
expansion m production during the booming 1920*s. The golden era of 
American industry (except for the one serious setback to business ex- 
pansion in 1907-08) came at the turn of the twentieth century, rather than 
in the late lamented 1920’s Looking at the world today, it seems hard to 
expect such an idyllic period of international and domestic political and 
economic adjustment to reappear in the near future, perhaps not during 
the lifetime of any person present here today 

So the prewar period is to be 1899 to 1913. Because I am attempting 
to measure the effect of the World War upon production, it seems unwise 
to include the months of America’s neutrality, 1914-17, since their in- 
clusion in the prewar period would make the prewar rate of growth greater 
and the production curve steeper I wish to forestall any charge of de- 
liberately attempting to overestimate the postwar deficit in production. 
In order to avoid starting the prewar period in any phase of the short 
business cycle, it seems best to make three measurements of the prewar 
rate of growth* 1899-1913, 1900-13, 1901-13. This has the unfortunate 
result of making the prewar period even shorter, but does avoid the bias 
of using an initial year in any one phase of a business cycle. 

A number of years ago I started out to develop an index of production 
of my own After testing more than a hundred series, I decided to use 
those already developed. Therefore, I have used the four indices of pro- 
duction developed by Professor Frederick C. Mills, Dr. Carl Snyder, Pro- 
fessors Warren and Pearson, and Dr. Warren M. Persons. Each of these 
four series was used separately and then a simple, unweighted mean of 
the four was used alone. In order to avoid confusion, reference will be 
made only to the results obtained by using the average of the four scries, 
although the postwar deficits in production indicated by the first two 
scries, those of Mills and Snyder, arc considerably lower than the deficits 
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indicated by the use of the last two series, those of Warren and Pearson 
and Persons. 

Each of these famous statisticians used slightly different methods anc 
data in the development of his index numbers of production. There is nc 
time to discuss the differences in the methods and data employed for thesi 
indices, with which many of you are already familiar 

In order to allow for population growth, the average of these foui 
series was divided by an index of the total population. Unfortunately 
this method of reducing the data to the customary per capita basis does noi 
entirely eliminate the influence of population growth, because the numbei 
of persons at the productive ages of life, say twenty to sixty-four, ha; 
grown more rapidly (1 99 and 1 74) since 1899 than the entire popula 
tion From the standpoint of production, it must be recognized that re 
tired citizens and children make little contribution thereto. Since the tota 
population has grown less rapidly than the productive portion of thi 
population, dividing the average index of production by an index of thi 
total population for each year since 1899 gives the index of productior 
a very considerable upward bias 

This upward bias cannot be measured and eliminated by using a popula 
tion index covering only persons from twenty to sixty-four years of age 
unless it can be proved that a person at sixty is )ust as productive as i 
person from twenty to fifty years old, because the age distribution withir 
this group, twenty to sixty-four, has shifted upward It seems better tc 
avoid these actuarial and statistical problems by using an index of tota 
population as the divisor, and warning the audience that such a proceduri 
gives a series a strong upward bias From the standpoint of consumption 
also, an upward bias results, because the consumption needs of those ai 
the active ages of life are undoubtedly greater than the corresponding need; 
of those who are too young or too old to work 

There are other biases of production indices, most of which are down 
ward biases Time does not permit a detailed listing and discussion of thi 
upward and downward biases in an "all” series designed to measure change 
in the total volume of production, including services The upward bia: 
created by using an index of total population for placing the index on £ 
per capita basis may more than offset the downward balance of the in 
herent biases, contrariwise, the net balance of the biases may still be down 
ward or, miraculously, they may exactly cancel In using the data for £ 
comparison of prewar and postwar years the only requirement is that th( 
biases be constant factors. For example, economy in the use of material: 
began before the World War. If the rate of saving materials in the post 
war period merely continued the prewar rate, this bias would not affeci 
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If the biases of an all production series could be measured, they could 
be eliminated; since they cannot be eliminated, the conclusions must 
recognize them Even if the net bias is considerable and downward for the 
purposes of this measurement of the aftercost of the World War to the 
United States — and I have a hunch the opposite is true, although my hunch 
is not susceptible to proof or disproof — few students would assert that the 
biases account for all the postwar deficit in production (that it is only a 
"deficit” in the production index), and most certainly no such claim would 
be advanced by students who realize that millions of persons were unem- 
ployed during the last nine years of the two postwar decades. 

Such a measurement of production growth in the prewar period on a 
per capita basis raises the question of using the geometric trend The trend 
line formula is ;/ == ar^. The implication of this geometric trend is the 
expectation of a constant rate of growth per capita This does not seem 
to be too high a standard to establish An arithmetic growth implies that 
the rate of growth is constantly decreasing toward a zero rate asymptote 
It is difficult to justify the use of a per capita rate of growth that will 
someday come infinitely close to zero. A rate of growth somewhere be- 
tween the arithmetic and geometric would involve some kind of a wave 
movement or the assumption of a business cycle movement somewhat 
longer than the short-time, three-to-five-year, business cycle, and one of my 
purposes is to demonstrate the existence of Long Cycle III, the third 
Kondratieff, as Professor Schumpeter would say For these reasons, the 
measurement of this aftercost of the World War has been made with 
constant rates of growth per capita 

The prewar rate of growth in the physical volume of production as 
measured by the average of these four series was slightly over 1 per cent 
per annum The values of r in the equation y = ar^, successively for the 
periods starting with 1899, 1900, and 1901 and ending with 1913 were 
1016, 1015, and 1 013, respectively, that is, the rate of growth in the 
physical volume of production per capita per annum from 1899 to 1913 
was 1 6 per cent, from 1900 to 1913, 1 5 per cent; and from 1901 to 
1913, 1 3 per cent The differences in these rates of growth largely reflect 
the differences in the levels of productive activity prevailing in the three 
initial years of the prewar periods chosen. 

Now if these prewar rates of growth are extended into the two post- 
war decades it is found that only in the best years of the 1920's did the 
average index of production touch this extrapolated prewar trend line 
The total volume, not the per capita volume, of production in 1929 can 
be used as the unit of measurement. Add the production of the many 
deficit years and subtract therefrom that of the few surplus years; the 
total deficit is almost four times the volume of goods produced in the 
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banner year of 1929. Most of this deficit is for the 1930*s.^ This is an 
average figure, as the deficit measured from the extrapolated 1899-1913 line 
is the largest, and from the extrapolated 1901-13 line the lowest postwar 
deficit in production is derived. 

The aftercost of the World War to the American people as indicated 
by these measurements is almost four times the volume of goods produced 
in the banner year of 1929. Truly a lost generation in the production and 
enjoyment of the good things of life! Who then can claim that war is 
good for business, that war is a good way to end a depression and start 
a period of prosperity? But the task of measurement is not yet complete. 
Does it necessarily follow that this difference in pre-World War and post- 
World War production was due to the World War? Second, there are 
many questions to be raised concerning the methods of measurement. 
Also, It might be asked whether this aftercost is due to the World War 
or to political and economic mismanagement since the Armistice. Perfect 
human beings would avoid the errors of peace and, in fact, would never 
resort to war. The answers to all three questions involve a consideration 
of the theory of the long-cycle or long-wave movement in economic ac- 
tivity. Let us leave the field of statistics and examine the course of eco- 
nomic development with a dose of economic theory 

There are five distinct lines of evidence tending to indicate the existence 
of a great wave movement in economic activity which began in the late 
1890's. They are as follows* 

1. The long-time cycle in wholesale commodity prices has been revealed 
clearly in the studies of Warren and Pearson, and of Tucker, and in the 
compilations of other price series by Carl Snyder. Each long-time curve 
of prices reveals wartime peaks in wholesale commodity prices and post- 
war valleys. Since 1790, there have been three price peaks — in about 
1815, about 1865, and about 1920. This line of evidence, of course, is 
weak because prices do not measure the volume of economic activity 

2. The second line of evidence is furnished in the studies of Thorp 
and Mitchell In their study of business annals, they have shown that the 
years of prosperity outnumber the years of depression during these two 
or three decades of rising prices preceding the wartime price peaks, and 
that the years of depression are slightly more numerous than the years 
of prosperity in the long downswings from the wartime price peaks to 
the start of another upswing of prices. Of course, this evidence gleaned 
from business journals partly reflects the opinion of these careful in- 
vestigators; furthermore, it reveals nothing about the amplitude of the curve 
of business activity. A few years of intensive prosperity may offset many 

^ There would be no deficit in 1940 if the production index rises about one third above 
the 1939 level. Such an increase in production would absorb most of the unemployed and 
might require a longer work week 
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years of depression and moderate recovery. On the other hand, a short, 
sharp, bitter, and deep depression may counterbalance a much longer 
period of recovery and moderate prosperity. Not knowing in which di- 
rection the balance in amplitude lies, it is helpful to recognize that the 
relative duration of prosperity and depression is not proof of the long 
cycle but only evidence. 

3. The third line of evidence is to be found in the writings of Kondra- 
tieff, von Ciriacy-Wantrup, Schumpeter, and many other investigators. To 
some extent these students of the long cycle or long wave make use of the 
first two lines of evidence as well as of the fourth and fifth. Critics have 
contended that their statistical evidence is weak and that their theoretical 
and historical evidence is at best controversial. But I insist that their writings 
do furnish much evidence that our economic development has passed 
through three long cycles since 1790, with each of the peaks occurring soon 
after the end of major wars and the valleys occurring a quarter or a third 
of a century later 

4 The fourth line of evidence is to be found in the social and economic — 
if not also the political — history of the American people. Whatever one 
may think about the shortcomings of even the best indices of the physical 
volume of production, he cannot ignore the record of unemployment, riots, 
economic suffering, and privation that have largely been confined to the 
worst years of these long downswings of the three long cycles Unfortu- 
nately the ups and downs of our economic, social, and political history 
cannot be shown in the form of a precise and jagged curve on a chart, 
yet we know when those ups and downs have occurred. Wars are high 
ranking historical events. 

5. The fifth line is to be found in the history of production and produc- 
tive activity. A depression has different meanings to different groups of 
citizens. To a worker, a business depression means unemployment; to a 
farmer, it means low prices; to a businessman, it means red ink Students 
of business cycles may talk about fluctuations in the totality of economic 
activity, but no one has ever measured the totality. Yet if we must select 
a single index to measure long-time changes in prosperity and depression, 
an index of the physical volume of production would probably have the 
fewest disadvantages. A national income series, deflated for price changes, 
would be very helpful, if anyone knew how to deflate a national income 
price series for price changes. In my own investigation, I found that the 
highest value for r in the equation measures the rate of growth in per 
capita production for the period from 1900 to the World War production 
peak of 1917. 

I consider that these five lines of evidence provide strong support for the 
statement that the deficit in production since 1918 is one aftercost of the 
World War to the American people. There are other aftercosts. The sta- 
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tistical evidence indicates that a peak was reached between 1915 and 1920. 
What event occurring in that interval, other than the World War, could 
have ended the two-decade-long upswing in economic activity? The World 
War cast a long economic shadow over two and possibly three postwar 
decades. 

The long cycle or wave centered upon the Napoleonic Wars seems to 
justify the use of the term Long Cycle III for the four decades beginning 
with the late 1890*s. The long cycle centered on the late 1860’s is another 
case in point In the preparation of this paper the investigation was limited 
to the last four decades My attempt to measure production was confined 
to the long cycle centered on the World War; but a few supplementary 
observations in regard to Long Cycles I and II may be helpful. Agricultural 
production per capita in this country has been more stable than industrial 
production; at least, it was more stable during the past century and a half 
when It formed a larger proportion of total production and when our 
population was increasing Therefore, Long Cycles I and II should have been 
flatter than Long Cycle III; and II should have been flatter than I for the 
same reason and also because the Napoleonic Wars caused greater economic 
disturbances than our Civil War plus the Franco-Prussian War.^ 

Absolute proof of cause and effect relationships in any branch of the 
social sciences is, of course, impossible. If absolute proof is required, this 
type of study of the terrible consequences of war is ended before it begins 
Absolute proof that the postwar deficit in production was due to the World 
War would require a backward march of Father Time and a re-enactment of 
the last four decades without the World War The impossibility of making 
this terrestrial chronological experiment under controlled laboratory con- 

* Some students may be interested in one statistical by-product of this study How many 
years should any time series include in order for the calculation of a secular trend to be 
reliable^ The secular trend lines fitted to data covering the 1920's when extrapolated into 
the 1930’s look like clouds floating high above the horizon, for the 1930’s were a depressed 
decade When all the pessimists extend their secular trend lines out of the 1930’s into the 
1940’s will these trend lines ten years hence resemble the course of a submarine^ 

This long-cycle or aftercost-of-war concept suggests that secular trends for an "all” series 
should cover one complete long cycle The prewar rate of increase was too high, the post- 
war, too low The normal rate of growth in production per capita covering noth periods 
IS slightly less than 1 per cent per annum Such a geometric trend in a per capita production 
series will not bisect every short cycle, will not eliminate the necessity for economic 
analysis What is the value of a secular trend fitted by the best of mathematical formulae 
if it cannot be rationalized by economic history^ One answer is that the secular trend is 
satisfactory because it fitted the period covered, be it the 1920’s, the 1930’s, or the 1940’s, 
and there let the matter rest Is this not another way of saying that the statistician does 
know how to calculate normal ^ 

Is it unreasonable to contend that the quantitative economists must either determine re- 
liable normals for their time series without equivocating or they must regard themselves 
merely as members of the historical school of economic thought equipped with precision 
tools for measuring economic forces in an ever changing historical setting > Is it too much 
to hope that a study of the aftercost of wars and of long cycles will aid students of the 
short cycle in their present dilemma about secular trends and normals^ Long cycles are a 
part of the cycle theories which emphasize (1) external causes and (2) changes in the rate 
of investment 



333 


Economics of War 

ditions would frighten a physicist or chemist away from the study of long 
cycles and the aftercost of war. Part of the joy of studying economic activity 
lies in one*s inability to furnish absolute proof that event B was caused 
solely and entirely by prior event A. Part of the charm of the study of 
economics for many of us would be lost if we could always isolate cause and 
effect. So I am content to state the results of my measurement of produc- 
tion in the pre- and postwar periods, and charge the deficit to the World 
War with the hope that the five lines of evidence will support my state- 
ment of cause and effect. 

Conditioning Factors. Critics of the long-cycle theory have contended that 
the level of economic activity since 1918 would not have duplicated the 
previous two decades even had there been no war. As I have previously 
stated the prewar rate of growth was probably too high to be sustained 
because of the ideal conditions that made that period a golden era of 
American industry. The World War ended that period Hence, the prewar 
rate of growth is higher than the true rate of growth in production for 
the entire four decades covered by Long Cycle III. 

But critics who doubt the existence of Long Cycle III do have a good 
case. There are at least three major factors largely independent of the World 
War which will prevent Long Cycle IV from duplicating Long Cycle III 
just as III differed from I and II. The first of these factors is the approach 
of a stationary population and the rapid aging of our population Despite 
the long-cycle population theory of Eilert-Sundt and others this population 
factor seems to be independent of the World War As we strive to look 
into the 1940’s and 1950’s, we should remember that even if our nation 
passes out of the shadow of the World War during these next two decades, 
the shadow of a declining and aging population will still lie across the path 
that businessmen and politicians must travel. Our future will be age con- 
scious, not class conscious. The old prewar rate of expansion in industry, 
agriculture, and population should be forgotten in planning for the future. 
Our growth will be greatly modified by the expected slow rate of growth 
in the population and the rapid increase in the number and percentage 
of the population classified by pension laws as too old to work. Even pro- 
duction per capita will be seriously affected, especially production of farm 
products. 

The second conditioning factor of the last four decades will probably 
continue into the future. I refer to the enormous increase in the amount 
and variety of consumers' wealth According to recent studies — the Notre 
Dame study and one in which I have had a hand which will be published 
next month — indicate that somewhat less than half of the physical assets of 
the American people are being used for commercial production My judg- 
ment — though I may be proven wrong later — is that the studies made to 
date warrant the conclusion that the consumer has displaced the producer 
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as the major user of our nation's physical assets. Increasingly our wealth 
is in our homes and not in our factories. Our factory system has become so 
efficient that places other than the factory are now the chief storehouses 
of the new wealth created by the factory system. The storehouse is now 
larger than the factory. 

In the future the stimulus to investment of the shift from peace to war 
and back again — ^which largely explains the long cycle — must result from 
an increased demand for durable consumers goods rather than for durable 
producers goods. The consumer rather than the producer is rapidly taking 
command of our economy The electric refrigerator in the kitchen is really 
a miniature ice factory; we shall expect more miniature ice factories for 
our homes and fewer large commercial ice plants. The increasing importance 
of durable consumers goods and the decreasing relative importance of pro- 
ducers goods may make it more difficult for us to get out of future de- 
pressions because inventories in the hands of consumers are usually more 
difficult to liquidate than inventories in the hands of producers. This factor 
alone would tend to prolong a depression. 

The third conditioning factor is the increasing governmental control of 
business which may or may not have reached a peak in the decade now 
closing. Many economists considered our economic system too rigid and 
inflexible in 1930. It seems fair to state that the only remedies the New 
Dealers had to oflFer merely made the economic system actually more rigid 
at the end of the decade Tliey sought to solve the problem of monopoly by 
passing laws creating more monopolies — labor, agricultural, and industrial 
monopolies. One function of any major depression in the downswing of 
the long cycle is to make the economic system more flexible The more 
rigid the economy, the greater will be the decline and the longer will 
full recovery be delayed. If our system of prices, wages, and production 
had become more instead of less flexible, we could welcome the 1940’s 
with higher hopes that the long cycle had already worn itself out. 

I believe that there are good reasons for expecting a lessening of govern- 
ment control of business during the 1940's. The pension movement is not 
a labor movement; neither is it a producers' movement. In prospect it is 
an expensive radical movement; in retrospect it will become an expensive 
conservative movement. Penstonnaires do not want high prices, high costs 
of livmg, or high taxes — except pension taxes. Penstonnaires , whose voting 
stren^ will increase every year, are distinctly antilabor in their sentiments, 
especially in England where the public pension system is older. The force 
of the pension movement will be directed toward securing higher taxes 
But the pension leaders will not want to see industry hamstrung because 
they want to bleed it for themselves. To summarize, I think the taxing 
power will be used more and more for the benefit of retired citizens and the 
police power for regulating industry less and less. 



335 


Economics of War 

So much for these three conditioning factors. Doubtless there are others. 
As we bid farewell to the depressed 1930*s, however, we should do so 
with the assurance that this decade was a part of a natural postwar reaction — 
merely a phase of Long Cycle III. 

The Soaal, Economic, and Political Aspects of Long Cycle 111, How can 
nations avoid long cycles.^ I take the short, three-to-five year cycle for 
granted. Wars without currency inflation would produce postwar deficits in 
production, because wars create many non-price problems. A dozen new 
nations, a dozen new sets of tariff barriers and import quotas, a firm resolve 
by the German people that the British Navy will not starve them in the 
next war (or should I say the current European war) — these and other 
features of the aftermath of the World War are largely outside the field 
of prices and monetary matters. The only remedy for the long cycle is not 
inflationless war but peace. If war must come again to Europe, the stability 
enjoyed by the neutral Scandinavian countries during the last two decades 
strongly suggests that it would pay us to remain neutral. Peace is the sine 
qua non of economic planning. 

The long-cycle theory is not entirely new It is an old historical doctrine 
that a war usually comes after many years of prosperity and that revolutions 
break forth in the great postwar depressions. Millions of people, grouped 
into nations, are likely to become overconfident and vain in prosperity, and 
disgruntled and faultfinding under the goad of adversity. The democracies 
survived the World War. Can the new postwar '*isms,’' products of revolu- 
tions, survive this new European war? 

The upswing of the long cycle is an economic honeymoon. The world 
puts on rose-colored glasses. Every political device or plan seems to work 
well. Prosperous years greatly outnumber depression years and every po- 
litical leader is a genius. Businessmen become empire builders and train 
their sons to plan for expansion on a magnificent scale; these sons are thus 
unprepared for the long downswing inevitable in their mature years, and 
very few of them become empire builders. The reverse side of the picture 
presents the long downswing when everything seems to work badly. Pros- 
perous years no longer outnumber depression years. 

It always happens that every major war produces a postwar boom, similar 
to the gilded 1920’s of recent memory. This particular boom grew out of 
the wartime suppression of the demand for new automobiles, homes, and 
hard roads — a suppression caused by patriotism and high wartime prices. 
This pent-up demand, after the sharp price recession of 1921, brought 
about a tremendous expansion in road and home building and in automo- 
bile production during the boom of 1923-29. This postwar boom gave us 
a breathing spell of at least a decade and permitted several political leaders 
to ascend their pedestals. The Coolidge-Hoover boom of the 1920*s was 
as much a part of the World War as the Treaty of Versailles. Yet produc- 
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tion in the booming twenties did not exceed the pace of prewar production 
trends; it was a bwm in contrast with the depressions of 1920-21 and 

1929-32. 

War makes men dream dreams of opulence, of industrial and agricultural 
empires, but by 1930 the last traces of such incentives to investment had 
evaporated. Fortimate indeed are those leaders who come into power either 
on the mounting upswing of the long cycle or during a postwar boom; but 
alas for the poor fellow who attempts to guide the destiny of a nation 
through the inevitable trough of the long downswing 

Two of our contemporaries, both great and earnest men, have fallen vic- 
tim to the long cycle The first was an engineer, an efficient administrator 
of wartime relief in Belgium, and a competent business organizer A few 
months after he entered the White House he suffered the full force of a 
violent reaction to the postwar boom which led up to the Great Depression. 

The second great leader is even now struggling in the grip of the long 
cycle. Coming into power during a grave national crisis, when business 
levels could not go much lower, he was equipped with a cheerful disposi- 
tion and a determination to solve the national problems regardless of cost. 
Until the current war boom started, he was confronted with the aftermath 
of war in the form of the second (or third) short cycle depression of the 
1930’s, a derivative of a whole world disarranged and disorganized by war. 
Every nation has striven for national self-sufficiency Every nation has dug 
itself in behind a wall which prohibited the free play of the healing forces 
of adjustment Like his predecessor, the engineer, this cheerful lawyer has 
also found the tide of time against him 

Both of these tragic figures, so dissimilar personally, were caught in the 
same whirlpool of the long downswing of the great cycle It is unlikely that 
history will deal so kindly with the second leader as with the first. (I did 
not vote for Mr Hoover ) Although his past triumphs have given him 
assurance, he has been handicapped by his complete failure to recognize that 
it was the World War and the long downswing of the postwar cycle which 
defeated his efforts to remedy economic conditions. Instead, Mr Roosevelt 
has repeatedly blamed the economic royalists, the "tooth and claw” era of 
the 1920’s, for the depression It would not occur to him to blame Woodrow 
Wilson, his Democratic wartime chief, when he was Assistant Secretary 
of the Navy. President Wilson urged farmers to expand their acreage; his 
administration pushed prices sky-high President Roosevelt’s recent warlike 
statements are further evidence of his failure to identify the last war as 
largely responsible for the depressed conditions prevailing throughout his 
two terms. Why repeat the process of war and depression? 

May posterity judge fairly and kindly the monumental efforts of Mr 
Hoover and Mr. Roosevelt, tragic figures, both of whom tried hard to check 
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an avalanche crashing down the mountain side. Given the mountain peak 
of the World War, the avalanche was inevitable. 

Before our industrial and business machine can again attain the accelera- 
tion of the prewar years, the world must first rediscover the prewar inter- 
national balance of economic and political power or must formulate a new 
and equally favorable balance, or each nation must learn to live alone and 
like it When, as, and if such a balance between nations is attained, we 
shall again enjoy an expansion in business and industry per capita com- 
parable to that experienced by our fathers at the beginning of the twentieth 
century We shall then come out from under the extreme edges of the long 
shadow cast by the World War. 

The delay in our readjustment in this country to peacetime conditions has 
its compensations. Once our modern swords are beaten into modern plow- 
shares, we hope it will take another generation to convert them back into 
swords. 

Before the dawn of the Industrial Revolution, wars were not so disturb- 
ing to the economic life of nations A man could drop his plow in the fields, 
fight a few years, and come back to the same old plow The plan of life was 
simple and wars were not machined A cynic might charge that the chief 
trouble with wars was that they rarely lasted long enough for our forebears 
to get accustomed to them 

There is irony in the fact that today treaties of peace are a major cause 
of war In an agricultural economy all that the returning soldiers had to do 
was to cut down the weeds, repair the fences, and let nature take its course 
After a modern war, it is necessary first to reproduce the long sequence of 
conditions which tempt men to have the faith to risk their savings in the 
long-range expansion of the heavy goods industries Defeated nations, fail- 
ing to attain this equilibrium, not only suffer internal revolutions but, in 
despair, are likely to turn upon their conquerors 

Left-wing critics will contend that the long-cycle theory does not absolve 
capitalism from responsibility for such depressed periods as the 1930’s A 
famous soviet economist, N. D. Kondratieff, was one of the first to develop 
the theory of the half-century cycle in economic development He said that 
great wars are not likely to occur until a long period of prosperity has come 
on the upswing of another long cycle. His emphasis upon the economic 
causes of war (economic in the sense of exploitation rather than in the 
classless scientific sense) indicates that he is unfamiliar with Pericles* ob- 
servations on the causes of war in ancient Greece This famous statesman 
twenty-four centuries ago observed that men rarely retain the views with 
which they enter upon a war and that when they later look back upon its 
consequences they are likely to change their opinions of its causes. In 1914 
only a negligible minority would have attributed the cause of war to eco- 
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nomic factors alone. Now that we all realize that both victors and van- 
quished lost the war, we feel rather foolish about the great crusade for 
democracy. We accuse others of starting the fight and we place the blame 
upon mystic economic factors. Man, as in the days of Pericles, is — and al- 
ways has been — a belligerent animal. Are the personal ambitions of rulers 
unimportant in the present European war? One of my friends has a simple 
theory about wars. The modern world is large enough for only one *'Big 
Shot** at one time, he thinks we have two or three too many just now. Give 
heads of government too much power and war becomes inevitable 

Kondratieff necessarily places responsibility for long cycles upon the evils 
of capitalism, as all loyal soviet scholars must ridicule the unstable capital- 
istic countries. Whatever his true thoughts, we are grateful for his implied 
assurance of a half century*s breathing space between the World War — ^the 
last crest of the long cycle — and the next great world war. Economic plan- 
ners willmg to use armaments to provide employment should prepare for 
the next great world war in the 1970*s or late 1960’s. Kondratieff would 
also assure them that the next long upswing in economic activity will begin 
within a decade. 

Before accepting his guarantees too literally it may be well to consider 
the writings of Siegfried von Ciriacy-Wantrup, another great student of the 
long cycle ® Mr Wantrup concludes his very careful investigation with the 
firm assurance that the timing of these great cycles is due to the accident of 
war; that is, they just happen to be about a half-century long because the 
great wars of the past hundred and fifty years have happened to come at 
half-century intervals; the next great war might even start before Long 
Cycle III is completed. He would look for the causes of wars in the realms 
of psychology, sociology, and politics Wantrup predicts that if wars come 
oftener the long cycle would be shorter Kondratieff believes that the long 
cycle causes war, whereas Wantrup believes that major wars cause the long 
cycle. The current European war gives promise of becoming great enough 
to prove Kondratieff wrong and Wantrup right, it is too early to decide 
which scholar is to be vindicated and whether Long Cycle IV will have no 
long prewar upswing. 

No matter which cart you put behind which horse, the long cycle does 
present the best economic hypothesis for explaining the depressed 1930*s 
The carry-over of wartime stimuli to expansion and investment had petered 
out; the new and usual peacetime stimuli to investment still awaited the 
attainment of a favorable international balance of economic and political 
power, a return of world-wide confidence in the future of domestic and 
foreign investments. In the long-cycle sense, during the 1930’s, we were in 
the mud between the shore and the channel. 

• A copy of Professor J. A Schumpeter’s extensive discussion of long cycles was received 

too late to be summari 2 ed in this paper (Business Cycles, 2 vol, New York, 1939) 
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If the great cycle is the result of major wars, the exact duration of any 
cycle must depend upon their timing. The great cycle will be a half-century 
long if the great wars are half a century apart; if the interval is a third of 
a century, the cycle will follow suit. 

The great cycle of the twentieth century, Long Cycle III, foredoomed an 
era of business stagnation during the 1930*s Within a few days this strife- 
ridden decade will have passed into history. We should not blame the boom- 
ing 1920’s for the evils that were suffered during the 1930’s. Rather, we 
should look back to the World War for the causes of our great and extended 
suffering. It matters little to the millions of unemployed that they were 
submerged in the downswing of the long cycle, but it is important that 
leaders of public thought who regard war as good for business should stop 
and think about this great cycle centered on our most recent war. 

As the 1930’s fade into history and we observe the rapid disappearance 
of the last marks or lines of the Treaty of Versailles on the geography of 
Europe, we have good reason to suspect that during the decade now ending 
the long cycle may have worn itself out. International postwar readjustments 
may have been carried far enough to remove the next decade from the 
shadow of the World War. A second world war would do likewise. If this 
be true, the 1940’s, and more particularly the 1950’s, should be more pros- 
perous. The forties should be better than the thirties, yet still below the 
twenties. I would expect business barometers during the forties to read be- 
tween these two levels, perhaps a degree or two below the midway point 
between the twenties and the thirties. 

In our age of technology, it takes almost a generation for a nation to 
beat its swords into plowshares; we hope also that it will take another gen- 
eration to beat them back into swords. Yet we know that postwar adjust- 
ments and "appeasement” are not a function of time, the time they require 
is a question of the attitudes and ambitions of rulers as well as the force 
of events. 



POSTWAR COSTS OF A NEW WAR 

By Bruce Knight 
Dartmouth College 

Back in the youth of the late twenty-year armistice, Professor Jacob Viner 
drew a distinction which it seems worth-while to recall in the gathering 
dusk of today For purposes of welfare economics, Viner suggested, *'the 
approximate but fundamental” may be more important than ”the accurate 
but superficial This distinction will serve to point the moral of the tale 
which follows The tale is the postwar costs of war and the moral is what 
they mean Thus the plan is to discuss, first, how much a new war is likely 
to cost after it is over, and, second, what it is likely to cost. In the second 
part, an effort will be made to meet the possible objection that the writer 
IS put in the position of Anatole France's philosophers, who were supposed 
to be engaged in “the solution, dissolution, and resolution of the Absolute, 
in the determination of the Indeterminate, and in the definition of the In- 
finite.”^ 

I. How Much It Would Cost 

We turn first to the more or less “accurate but superficial” matter of 
quantity The postwar costs in question are as yet in the future. Since it 
makes a diflference to the analysis, we should remember, as Liddell Hart 
says the military men commonly do not, that we are dealing with a new 
war, not an old one Call the war the one in which we Americans are think- 
ing of becoming engaged It is true that being “out” of this war would bear 
some resemblance to being “in” it, but the two would differ so much in 
degree that we are mainly concerned with the results of being in it Again, 
there are various ways of being in it We might be in it only with trade 
weapons, or, if in it with shooting-irons, we might heed General Smedley 
Butler’s advice to enfuriate the foe into coming over here But, since there 
IS much in Napoleon’s theory that it is good policy to assume the bad, let 
us suppose we are to be in it over there, with an A E F 

Now, there is a close relation between the total cost of being in the war 
and the distribution of this total between wartime and postwar periods 
Both depend on the manner of marshaling resources for the war, whereas 
the manner of marshaling resources depends chiefly on the military char- 
acter of the war. 

Mtljtary Character On the military front, what counts is not so much the 
direct destructiveness of weapons as the element of mobility. High mobility 
means that the advantage lies with the offensive, and that the chances are 

' '‘The Utility Concept in Value Theory and Its Critics,” Journal of Pohttcal Economy, 
XXXIII, 659 

* T!he Revolt of the Angels (Dodd, Mead & Co,19l4),p 17. 
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good for a quick decision and a low cost. Immobility, or an advantage for 
the defensive, makes for a stalemate and a high cost This was what Count 
von SchlieflFen saw through the clouds of incense which romantic **his- 
torians” had wafted over the Germanic Tribes. It is this which Quincy 
Wright makes clear in his brief account of some half-dozen '‘technique 
cycles” through which war has run smce the Fall of Rome.® Ludwig Renn, 
a German veteran of the World War and the Spanish Civil War, has re- 
cently described such cycles in some detail * Each cycle begins with some 
technical development — in weapons or in the methods of using them — 
which makes for mobility As in football, the first possessors of the innova- 
tion move freely and score quickly. Later the development becomes more 
common property, while at the same time defenses against it are perfected. 
Then scoring is slowed down, and there are likely to be scoreless ties unless 
one side can wear the other out The game loses its fun Thus in the World 
War the sheer size of the opposing forces, the similarity between the op- 
ponents, the impassable flanks of the main battleground, and the technical 
character of the apparatus employed between these flanks, all so played 
into the hands of the defensive that comparative exhaustion had to deter- 
mine the outcome Today we have the Douhet theory of mobility by air, as 
well as the Blitzkrieg variant of this theory We even have the confusing 
spectacle of war departments learning about frontal assaults from experi- 
ence And yet in all the panoply of man-killers and lifesavers, in all the 
main factors which determine the fate of mobility, there is little to justify 
us in expecting anything but another huge stalemate Therefore we should 
count on turning over to Mars the use of perhaps half our limited economic 
resources, perhaps much more than this.® 

War Resources. When it comes to getting the resources, we shall not be 
able to go far by passing the buck, by borrowing from our neighbors and 
forgetting to pay them back The actual methods will come down to essen- 
tially the following. First, certain "noneconomic” resources may be turned 
to economic uses. Lawns and parks may be cultivated; more economic serv- 
ice may be exacted from children, women, and the old, leisure classes may 
be set to work; and the leisure time of the regularly employed may be cur- 
tailed Second, the productivity of resources in ordinary employments may 
be stepped up. Patriotism and regimentation may make it easier to decrease 
competitive wastes and the greater wastes of monopolistic competition. 
Third, income now used for ordinary capital maintenance, replacement, and 
extension may be used for war instead. Fourth, resources may be released 

* Causes of War and Conditions of Peace, 1935, Chap II 

* Warfare • The Relation of Was to Society, 1939 

* In The Effects of the War^ etc , pp 197-198, B M Anderson estimates that not far from 
half the "gainfully employed" in the United States came to be employed in the prosecution 
of the World War In Recovery, the Second Effort, pp 241-242, Sir Arthur Salter tells us 
that Britain devoted more than half her productive effort to this conflict 
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for war by reducing ordinary consumption. All these methods will be used, 
but in a war of attrition the burden must fall mainly and increasingly on 
ordinary consumption. 

Wartime and Postu/ar Costs, During the war, therefore, we shall bear 
a heavy cost in the form of increased work, which may be called decreased 
leisure, and a still heavier cost in the form of decreased consumption of 
ordinary commodities. After the war, we — what there are and is left of 
us — shall bear war burdens in the following mam forms. 

First, the effects of an internal debt swollen by wartime borrowing will 
not be limited to personal distribution. The incentive to produce will be 
repressed. The outcome might be otherwise under taxes so sharply progres- 
sive as to constitute a powerful dose of the ''capital levy.*' But the chances 
of getting bondholding taxpayers to repay themselves by means of such an 
impost are not bright If the debt is paid by inflation — a device which would 
put part of the load on workers and other receivers of relatively fixed in- 
comes — ^the bondholders will suffer as rentiers and everybody will suffer 
because of the effects on business. Suppose a policy of very slow retirement 
of the debt is tried. As postwar taxes are typically less progressive than war- 
time taxes, there will be much "politics’* and ill will. At the same time the 
debt will continue to cast a shadow of apprehension as to the future of gov- 
ernment fiscal policy. Finally, outright repudiation, although in one way 
strongly resembling a capital levy, will impair the validity of contract, shake 
confidence, and carry private insolvency in its wake. Even the fear of it will 
have somewhat similar effects. Whether the creditors do or do not repay 
themselves, therefore, internal debt will cause a serious postwar burden in 
the form of reduced production. 

Second, the effects of a loss of economic capital will be felt Either post- 
war production must suffer from a capital shortage or else the loss will have 
to be made good by increasing production and decreasing consumption after 
the war. Much capital will have been literally shot to pieces or sent to Davy 
Jones’s Locker Depreciation will have been prodigiously rapid. A great 
deal of capital will prove useless to peacetime economy In short, to the 
direct loss of ordinary buildings, merchantmen, and the like, there must 
be added other ordinary capital which we might have had but for making 
bombers, battleships, etc., to be destroyed, worn out, or rendered worthless 
by the return of peace. 

Third is the loss of human capital. There will be direct losses caused by 
killing-tools and bigger indirect losses in the shape of the effects of under- 
nourishment and exposure on epidemic and other diseases. In the matter 
of deaths, the Swiss authority, L. Hersch, believes that the indirect losses 
were twice as great as the direct during the World War.® As we shall see 

• What Would Be the Character of a New War, Interparliamentary Union, 1933, pp 
274-314. 
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later, the death of men without dependents does not involve postwar costs, 
except in so far as eflfects on saving and eugenics are concerned. But the 
effects of wartime overwork, underconsiunption, and the hardships of mil- 
itary life will be felt long after the war. The training of youths and infants 
will have suffered. There will be damaged capital in the form of the aippled 
and the nervously deranged. The eugenic effects are open to debate. Al- 
though direct losses of potential fathers will have pertained to men some- 
what above the general average of quality, this result will have been more 
or less offset by a concentration of indirect losses on the relatively unfit. 

In placing an economic value on human capital, economists generally use 
the opposite approach to that which is used in evaluating the plant of a 
natural monopoly. E. L. Bogart^ and J. M. Clark,® for example, follow 
precedent by reaching the valuation of lost lives via income instead of cost. 
Thus, the loss of a man is taken, at the time of death, as being equal to the 
capitalization of the future earnings less the future consumption which 
probably would have existed had the man not been killed Bogart cites 
numerous interesting estimates based on this procedure. Discounting at 4 
per cent, Clark tentatively charges off American deaths in the World War 
at about $10,000 apiece. But from this figure he makes a large deduction, 
on the ground that most of our soldiers were unmarried and that hence a 
large part of their surplus of earnings over consumption was destined for 
nonexistent children. The result is to rate Americans at around $6,000 or 
$7,000 a head. As indicated above, postwar losses of human capital stem 
mainly from ^damaged capital*' and from the death of persons having de- 
pendents. This point will be reconsidered later. 

Fourth, there will be costly maladjustments left over by the war. That 
is, frictions of various kinds will slow down the reallocation of resources 
according to peacetime demand. In their War Debts and World Prosperity, 
Moulton and Pasvolsky genially rebuke a lady who had scorned their sug- 
gestion that mere ''dislocations'* would be more serious than the devasta- 
tion which she had seen with her own eyes To judge by the Reparation bill, 
the devastation of the World War amounted to only 30 billion dollars 
or so. As for the dislocations, the problem is to compare postwar with pre- 
war idleness of resources and to analyze the responsibility of war for the 
difference Of course the dislocations will do vast damage quite apart from 
their relation to business cycles. Leading belligerent countries in Europe 
have suffered chronic depression ever since the World War. Yet some spe- 
cial attention should doubtless be given to the first major cyclical depres- 
sion following the war. 

Professor Hansen points out that the World War encouraged the excesses 
of the New Era because the abnormal conditions which it created led men 

^ Direct and Indirect Costs of the Great World War, 1919, pp 274-275 

* Costs of the World War to the American People, 1931, pp 203-226. 
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to believe that the business cycle was a thing of the past. He also claims 
that wars are bred in the upswing of the long-wave cycles described by 
Kondratieff, that they tend to reverse the long-wave movements, that in 
the downswing of the long waves cyclical depressions tend to be exception- 
ally long and deep, and that downswings and their depressions are prolific 
of revolution ® But it does not seem to make much difference whether we 
suppose, with Hansen, that long waves influence business cycles or suppose, 
with other writers, that the causes of the long waves are to be found in the 
cycles Either way, war has its innings. Further, the contribution of war to 
depression is impressive on any one of several leading approaches to cycle 
theory. Accepting a ‘'purely monetary theory,’' our war will institute enough 
expansion and contraction of “consumers' outlay" to satisfy a Hawtrey. 
On the “monetary theory of overinvestment," public borrowing and cen- 
tral bank policy will shift the money rate of interest far enough from the 
equilibrium rate to meet the requirements of a Hayek On a “technological" 
version of overinvestment, one factor alone, the dearth of capital in the 
wake of war, should be enough to start the sort of investment spurt which 
our Cassels and Hansens normally attribute to such things as inventions 
and new goods General underemployment of resources, too, ought to give 
“derived demand" plenty of room for acceleration. 

In any case, the war will make our economic system more vulnerable to 
cyclical shocks It will expand productive capacity for certain goods far be- 
yond peacetime requirements It will shift the economic and financial center 
of gravity away from the war zone, with reshifting to come later It will 
change the whole balance of international trade and investment. By in- 
tensifying nationalism and redrawing boundaries, if not by repeating repara- 
tion and war-debt problems, it will rear fresh obstacles to trade It will cause 
alternate inflation and deflation, and an uneven stabilization of national cur- 
rencies Probably a wartime relaxation of antitrust laws will make for sticky 
prices on one side and unstable monopolies on the other 

Any attempt to estimate the damage in advance is likely to evoke an 
economic smile Yet note that the annual losses caused by the Great Depres- 
sion compared not too unfavorably with the annual costs of the Great War. 
That is, the war was wasting about half the resources of leading belligerents, 
while the depression was keeping idle perhaps from a fourth to a third of 
the productive capacity of leading industrial nations. Now, suppose that 
major depressions following within about a decade of major wars average 
around twice as costly as other major depressions. And, in view of the fac- 
tors considered above, assume that the wars account for the difference. What 
all this will count up to after our next war, deponent saith not; but the two 
assumptions would seem to suggest a suflSciently conservative basis for esti- 
mates. 

•AH Hansen, Economic Siabtlizaiton m an Unbalanced World, 1932, p. 97. 
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The losses just outlined apparently constitute the main postwar costs of 
war. There may be offsetting items. Thus, wars of exhaustion doubtless re- 
duce economic inequality; but they do so by the device of making every- 
body poor, and, in any event, changes of distribution raise value problems 
which do not submit readily to quantitative solutions. Again, war encour- 
ages temporarily a fuller employment of resources. It might be argued that, 
by giving away our farm surpluses and decreasing industrial unemployment, 
we could now make the Allies a huge economic present without cost to 
ourselves. But the long-run effects of such a policy are doubtful, and the 
status of the resources which are supposed to be unemployed before being 
turned to war raises a value problem which will be considered later. As it 
1 $ clear that the "definite but superficial" turns out to be very "approximate," 
indeed, let us turn to the "fundamental" problem of what any quantitative 
estimate would mean. 


II. Whaf It Would Cost 

Here we shall reconsider, in their former order, the leading sources of 
postwar cost. 

Internal Debt. Pigou and Dalton are in essential agreement on one reason 
why a big internal debt discourages production.^® The reason is that the 
prospect of progressive taxation induces men to use more of their energy 
for the production of leisure instead of wealth. If every taxpayer were a 
creditor of the government in just the same amount that he was a debtor 
to it, if he were to get as a bondholder just what he paid as a taxpayer, 
and if he understood his position, the outcome would 1^ different. Again, 
so little is really known about incentives that the weight of prospective taxes 
as a deterrent to production cannot be estimated. But the general conclusion 
holds that at some point the prospect of graduated imposts creates a balance 
of preference for leisure What follows is that we cannot reach conclusions 
about the effect of a given policy on economic welfare unless we consider 
noneconomic welfare. Economists commonly get around this difficulty by 
resort to the "margin of indifference"; that is, the marginal value of an 
hour of leisure must be about the same as that of an hour devoted to eco- 
nomic production, or else men would not divide their time as they do be- 
tween leisure and economic pursuits But, even if this is granted, the ques- 
tion remains. What determines the margin? Where we are trying to predict 
what a policy will do, an abstract equilibrium between economic and non- 
economic values is not enough. We need to develop the relatively unex- 
plored field of incentives, as Professor Paul Douglas tried to do years ago.^^ 

Economic Capital. With respect to economic capital, a Royal Oak on the 

^®A C Pigou, The Voltttcal Economy of War, 1921, Chap XVII, Hugh Dalton, The 
Capital Levy Explained, 1923 

“ “The Reality of Noncommercial Incentives in Economic Life,” in The Trend of Eco- 
nomics, edited by R G Tugwell, 1924, pp. 153-188 
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bottom of Scapa Flow is not a loss in the same sense as is a merchantman 
on the bottom of the Atlantic. The latter represents a loss of peace values. 
The former, as it is presumably useless to a really peaceful world, is a loss 
of war values. From the standpoint of peace values the loss occurs, not at 
the time of sinking, but at the time of construction, because it is the construc- 
tion which prevents alternative peace values from coming into existence. 
The point is that war costs, and all other costs, must be related to scales of 
value in order to give them meaning 

Human Capital. With respect to human capital, let us reconsider Clark’s 
method of settmg valuations on lost lives. Clark deducts the future con- 
sumption of both the casualty and his nonexistent children. He would agree 
with Pigou, I think, in including in war costs both what is destroyed and 
what additional things we might have had but for the war. The question 
is the proper interpretation of the term "we ’’ Clark’s interpretation is logi- 
cal for a past war 'The "we” group which survives the World War does not 
include the men killed and the children they never had, and it is natural 
to exclude consumption which could not have done "us” any good. Before 
a war, however, "we” includes people whose existence is to be cut off or 
prevented by the war The time dimension of the entity called "society” 
runs forward as well as backward The estimated costs of the war include 
all values to be lost as a result of the war Among these values are the 
values, to workers and their dependents, of consumption which certain 
workers and their dependents would enjoy but for the war Since it is the 
war which will obviate these valuers, we can hardly omit these values on 
the ground that the obviation of the valuers will make them nonexistent. 
In the present, what workers consume is not deducted from the national 
income, because what workers consume is valuable to workers and workers 
are part of "us.” Perhaps a fascist clique should exclude this consumption 
as being a maintenance cost and not yielding net value to the clique. In a 
free society, however, productivity is figured differently for men than for 
machinery or mules What free men use up for their own maintenance in 
the process of production is not deducted in estimating what the society 
produces. And similar values which are to be obviated by a future war must 
be reckoned as costs of the war. It is true that they will not be postwar costs 
of this war. Instead, they will be incurred when men are killed and the 
nonexistence of their children is thus assured A war annihilating the whole 
of mankind could have no postwar costs to mankind, but, before the war, 
such an event should be treated as a cost. 

And this has a bearing on the cost and income approaches to the valua- 
tion of lives. If the men directly and indirectly lost comprise a representative 
sample of the whole population, with respect to age and productivity, it 
makes little diflFerence which of the two approaches is used. In this case a 
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man is worth what he costs and he costs what he is worth, except for what- 
ever net addition he would make to society's capital. 

Postwar Maladjustments, With respect to postwar maladjustments, cer- 
tain depression losses are fairly chargeable to the war because the values lost 
in the depression are peace values. In estimating such a loss, we should com- 
pare the value of the leisure enforced by the depression with the value of 
the lost productive activity as an end in itself, and then see whether we 
ought to add to or subtract from the loss taking the form of reduced na- 
tional economic income. The result would doubtless be a big addition to 
the total loss. Contrast the case where leisure is curtailed during war. In a 
democratic country, this should represent a gain in terms of war values but 
a loss in terms of peace values. Again the point is that our estimate of war 
costs depends on the value standards which we use. 

Postwar Values, The real problem of cost is well illustrated by Profes- 
sor Joerg Joergensen, of Denmark, in an account of the changes in value 
wrought by the World War.^* During the war, fear gave way to elation, 
elation to bitterness, and bitterness to despair, while among the prominent 
postwar values were those of the undisciplined ''flaming youth," who 
pointed to the war as proof that the counsel of elders was wrong and that 
whatever was young was right Here it is obvious that we can neither accept 
demand as a datum nor select some given set of values arbitrarily We can- 
not, as the Pragmatists are sometimes accused of doing, just accept the values 
which are being accepted. "To a dog there is nothing like a dog," and ditto 
a Flaming Youth. The case is like the one described by Holmes's poem 
about Rudolph the Headsman. Rudolph worked so smoothly that the victim 
did not know he was dead until a pinch of snuff produced a sneeze which 
jarred his severed head from his shoulders We might be dead enough for 
the lack of good values, but we should never know it without some sort of 
snuff to set us evaluating values themselves 

To take another example, war apparently has something to do with post- 
war revolution. Is the latter a cost of the former.^ There is room for a dif- 
ference of opinion, but clearly little is to be gained by choosing between the 
opinions of the Comintern and the D A R. The story goes that Stalin, when 
told that foreigners thought it did not make much difference whether Rus- 
sia was under a Romanov or a Bolshevik despotism, replied, "Well, it makes 
a lot of difference to us!" As is common in the discussion of "isms," he 
accepted one set of values arbitrarily. 

In a similar situation, A. C. Pigou adopts a solution resembling that of 
Stalin, although it is less frank.^® His problem is raised by the fact that 
changes are always occurring in the concrete contents of the stream which 

“ What Would Be the Character of a New War (cited above), pp. 250-273. 

The Economics of Welfare, 2d ed , 1924, pp. 44-48. 
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comprises the national income, or national dividend. To determine what 
happens to the dividend between two periods, say 1930 and 1940, we need 
to compare the values of the goods extruded from the stream with the values 
of the goods introduced into it. The measuring rod of money works only if 
there have been no changes in tastes and personal distribution to alter value 
standards But if standards have changed, Pigou ducks the * ‘determination 
of the Indeterminate,” as he seems to regard it, by saying that the dividend 
may have moved one way according to the 1940 standard and the other ac- 
cording to the 1930 standard. Such a solution is less than we have a right 
to expect from a tremendous tome purporting to deal with the economics of 
welfare. Matters are not much improved by Pigou's statement that an in- 
crease of the dividend according to one standard is probably also an increase 
according to the other For what this essentially means is that probably cul- 
ture IS stable enough to keep the two standards fairly close together. But it 
happens that our most important social problems relate not to similarity but 
to diversity of standards, because culture is made notoriously unstable by 
events like wars and revolutions, and it needs to be evaluated whether it is 
unstable or not. 

Unless this problem is faced, it is hard to make sense out of the alleged 
costs of war. Within the framework of a given set of values, we may be 
able to deal with the opportunity costs of particular items without raising 
the problem of value standards. As between two different sets of values we 
certainly cannot. The opportunity cost of war is the loss of peace. But so 
does peace have an opportunity cost; namely, the loss of the values peculiar 
to war In order to show that war has any net cost at all, it seems necessary 
to show that mankind does not get its money’s worth out of a war, and this 
cannot be demonstrated by mere quantitative measurement. It is incorrect 
to say that we dislike war because it costs so much. What we should say is 
that war costs dearly because we dislike it so much. A colleague of Dr. Viner 
once summarized war by saying, in effect, that war is ‘*dirty and expensive,” 
But we do not have two kinds of cost here Instead, the meaning of the 
“expense” is to be found in the “dirt ” It is putting matters backwards to 
say that high tariff or any other national policy is irrational because it is 
costly If we prefer the reflected glory of a warlike state to an ample con- 
sumption of ordinary commodities, there is nothing irrational in exchange 
controls and Big Berthas, provided they are efficient means to the selected 
end. 

To direct us through changes of value, we need some means of compar- 
ing sets of value with respect to quality, or worth. The meaning of a change, 
as Cooley indicated,^* is contained in the expression, “I have come to feel 
differently about it.” And the same phrase embodies the essence of value 
standards. The quality, or worth, of a value is a matter of feeling, of taste. 

” C. H Cooley, Social Process, 1920, p. 290 
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This was what J. H. Tufts meant by the following statement:^® ‘*The only 
test for goodness is that good persons on reflection approve and choose it — 
just as the test of good persons is that they choose and do the good/' Of 
course the statement would make nonsense if it were put forward as logic. 
But logic deals in quantities, namely, in relationships among qualities, 
whereas Tufts was dealing with qualities which provide the data on which 
logic IS based. Whether any rationale can be assigned to qualities — ^whether 
there can be a workable ’’subjective calculus," as Viner put it — depends on 
our ability to agree on tastes. 

There can be and is substantial agreement on tastes. Qualities are not 
imponderables, and reflection on them does not amount to "the determina- 
tion of the Indeterminate " If there is "no disputing about tastes," the 
reason is likely to be that there is too much agreement to leave room for 
dispute. It IS also possible to make progress with the classification of values 
according to worth. Cooley gives us a start when he shows how, under the 
leadership of influential persons, new values slowly gain currency. Some- 
thing is known, too, of the devices employed by the leaders. As Madariaga 
points out m his Disarmament^ the art of suggestion doubtless assumes the 
mam burden. The nature of language being what it is, concrete situations 
are made to suggest qualities. For example, the meaning of the following 
"labor problem" is not lost on many college sophomores: 

‘'The golf-links are so near the mill 
That almost every day 
The little children at their work 
Can see the men at play ” 

Or take the famous comparison originated by Victor Berger and often cited 
without recognition of its author. Berger simply suggested in some detail 
what furnished homes, endowed universities, staffed hospitals, etc , we 
might have had in place of a 400-billion-dollar war. 

Even the formal classification of values is capable of no inconsiderable 
development In economics, the general tendency of "principles" books, al- 
though they pretend to ignore the subject, is implicitly to classify values as 
"good" and "bad." TTius in an early chapter a famous textbook called atten- 
tion to the need of "better wants" but pretty much let the problem go at that 
thereafter. Myself, when young, did t^e as a point of departure a classifica- 
tion suggested by F. H. Knight, the result being a division of human ex- 
periences into the "intuitive" and the "rational," with two main subdivi- 
sions of each And not all teachers who had the chance omitted this material 
from assignments because they could not see what it had to do with eco- 
nomics On the assumption that values always proceed from activities, Ber- 
trand Russell is disposed to divide activities broadly into the creative, or 
constructive, on one side, and the acquisitive, or destructive, on the other. 

““The Moral Life and the Construction of Values and Standards," in John Dewey, 
Creaitve Intelligence, 1917, p. 382. 
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All his works are fertile in suggestions for value classification. The philos- 
ophers have explored the problem much farther than have the economists, 
but social science suffers from the sharp departmentalization of the two 
groups. 

Disagreement about values probably relates far more to terminology than 
to qualities themselves. In establishing values, what happens is that we have 
experiences, communicate with one another, and reach agreements about 
quality. With respect to the progress of values in our own country, there 
would seem to be substantial agreement on two articles of faith. The first is 
that, in practice, the values of democracy are superior to those of autocracy. 
The second is that, if it is bad for the minority to coerce the majority, it is 
not much better for the majority to coerce the minority; that is, the values 
of 'good'* persons must have a fair trial Such persons can be and are iden- 
tified. Tentatively, or before the trial, they are broadly distinguishable as 
persons of high general ability and special training Finally, or after the 
trial, the test must be the acceptance of their values Adherence to any other 
test, as it would preclude democracy itself, would cause the adoption of 
values costing more than they were worth In so far as it refuses to consent 
to a fair trial, of course, a democracy finds itself in the position of Rudolph 
the Headsman's victims It is true that certain “intellectuals" look down on 
supposedly decadent democracy from the gold bar of Heaven and weep* 
“we hear their tears " Yet the theory that democracy does not go far in 
giving values a fair trial is hard to reconcile with the fact that these same 
mourners are able to hold their jobs We also know where it is that mem- 
bers of the intelligentsia are especially out of luck Against Washington 
Irving's observation that the distribution of common sense is equitable, since 
nobody desires any more of it than he already has, we may well set Lincoln's 
suggestion that God must have loved the common people or He would not 
have made so many of them. For that part of the intelligentsia which teaches 
the social studies, and for economists in particular, the problem is to de- 
velop better means for expressing values. Unless we do it, we must remain 
severely handicapped in discussing either the costs or causes of war. And we 
are not likely to do it if we insist on confining economics to the “science of 
orice " 



DOES INFLATION CHANGE THE ECONOMIC EFFECTS OF WAR? 

By Aaron Director 

I 

The topic of this paper is that of an appropriate monetary framework for 
a war economy. This will surely appear paradoxical, in view of our failure 
to provide an appropriate monetary framework for peace, either for our 
general theory or in practice On the theoretical side the problem is sim- 
plified somewhat by the fact that wars do not last forever, A given criterion, 
such as a stable price level or fixed quantity of money, may therefore be 
adopted, which as a guide to permanent policy would be subject to serious 
limitation On the practical side, the problem is simplified by the unanimity 
of opinion which prevails during wartime. Hence, providing the adminis- 
tration in power accepts a given monetary policy its enactment should not 
prove very difficult In the absence of strong pressure groups, unanimity of 
opinion among economists may be expected to be more influential in the 
adoption of the ''right” policy, than has been the case on those few occasions 
when economists were of one mind. 

Apology IS appropriate for assuming that war will lead rapidly to full 
employment of all resources The very poor record of generals in forecast- 
ing the duration and magnitude of past wars must cause us to hesitate in 
making similar forecasts for any future war But unless we assume that 
private enterprise is hereafter not in a position to provide the necessary 
investment opportunities to maintain full employment, it is not unreason- 
able to assume that war expenditures no larger, in proportion to income, 
than those of 1918 will result in a rapid absorption of available unemployed 
resources Until approximately full employment is established, monetary 
policy must be oriented around the task of increasing the aggregate output 
of the community, as well as making a portion of it available for the war 
eflFort. In the former respect, the problem is analogous to that which has 
confronted us during the present decade. Continuation of the program 
which now holds the field would not even require a change in the initials 
of some of our spending agencies War and work begin with the same letter 
of the alphabet. 

It is precisely because of the history of the recent past that, in considering 
a monetary program for war, we must give more rather than less considera- 
tion to conditions of full employment. We have lived so long in the shadow 
of unemployment, long enough to elaborate a theory of secular stagnation, 
that we may miss altogether the reversal of the trend The current banking 
situation, with a large amount of balances and unprecedented excess reserves, 
further justifies the emphasis on conditions of full employment. 

The economic tradition has been anti-inflationary since the first quarter of 
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the nineteenth century. That tradition was itself established during a long 
war, in a country which had suspended specie payments and operated under 
an inconvertible standard for a period of over twenty years. In view of the 
paucity of price data at that time and the skepticism about the utility of 
index numbers before they were widely used, it is not surprising that though 
some attention was devoted to price increases as an evidence of inflation, the 
major emphasis was put on what can be termed relative depreciation. 

This emphasis has persisted. Hence, while there has been a tendency to 
deprecate monetary expansion during wartime, there has also been a tend- 
ency to argue that in the midst of world inflation to which all countries 
contributed, no particular one should or could do much to prevent it ^ In 
ordinary times there is much to be said for adhering to an international 
standard as a means of maintaining monetary stability For this country to 
adhere to an international standard while the rest of the world is at war, or 
while it also is at war, involves introducing continuous instability at home 
without serving any useful purpose. Thus in 1915-16 our monetary con- 
ditions were being adjusted to the steady inflow of gold, the magnitude of 
which depended on the decisions of the allied governments regarding the 
amount of goods to be purchased in the United States, our willingness to 
take their securities, and their willingness and ability to collect American 
securities owned by their nationals. 

The economic tradition has not only been anti-inflationary, but we have 
generally assumed that both inflation and deflation were monetary phe- 
nomena in the sense that they could be prevented by monetary policy. The 
recent discrediting of monetary policy as a means of combating deflation 
need not concern us. But ever since the days of Thomas Tooke it has been 
held by some that while peacetime inflation was a monetary phenomenon in 
the sense noted above, wartime inflation was inherent in a wartime economy 
and could not be prevented by monetary means Tooke, as is well known, 
though our first compiler of price statistics on a grand scale, never used a 
price index. In his examination of particular prices he was always able to 
find explanations for the price increases in terms of supply or demand con- 
ditions created by the war itself. B M Anderson restated this general posi- 
tion as follows: The analysis applicable to increases in general prices in 
ordinary times **may very well be upset by the conditions of a great war. 
Commodities in general may grow scarce and increase in value, and under 
such circumstances a general rise in commodity prices indicates, not a fall in 
the value of money, but a rise in the value of goods.”^ What a future war 
has in store in the form of scope and destruction we cannot tell. The na- 
tional output of the United States in terms of 1914 dollars remained ap- 

‘ See H S Foxwell, ‘‘Inflation In What Sense It Exists, How Far It Gin Be G)ntrolled,’* 
in Papers on Currency Finance, pp 20-46 

* B M Anderson, Jr , Effects of the War on Money, Credit and Banking in France and 
the United States, 1919, Chap XVII, pp 196-210 
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proximately constant during the years 1916-18 inclusive. In spite of the in- 
herent difficulties involved in measuring real income, in the absence of other 
evidence we must infer that there was no general reduction of goods and 
services available for both peace and war uses. Parenthetically it may be 
remarked that the national output data do not support the view, for this 
country at least, that the war effort was made in part by reducing leisure, 
or utilizing on a significant scale the labor of women, diildren, and older 
persons. Substantial increases in effort during the war period are not neces- 
sarily inconsistent with the data on output or income, as they may have offset 
the waste and lost motion that war brought in its wake. To the extent that 
increased effort was characteristic of other countries it must have been due 
to the larger fraction of income that was used for war purposes and the 
greater pressure this involved on current consumption. 

In view of the marked shifts in relative prices which war conditions bring 
forth and the difficulties of abstracting these from measures of general price 
changes, it will clarify the problem if we consider war inflation, not in 
terms of price changes, but in terms of changes in money income. 

II 

Whether or not monetary stability — constant money income — is to be pre- 
ferred to inflation depends on the effect of each on* ( 1 ) the war effort; (2) 
postwar readjustment; and (3) the allocation of the burden on the various 
income classes. 

1. War requires the transfer to government of the necessary funds for 
the acquisition of a given fraction of current output. It requires at the same 
time the shifting of existing resources for the purpose of producing com- 
modities and services not normally produced and of increasing the output of 
some while contracting that of others. 

The transfer of the necessary spendable funds should not prove a serious 
problem in a democratic community. Strictly speaking it makes no difference 
whether the funds obtained come ffirough borrowing operations or through 
taxation. There is no reason for assuming that resources released in one 
field are more or less specialized than resources released in another. But 
while obtaining a large fraction of war expenditures from taxation may 
not be a necessary condition of monetary stability, it has been rightly in- 
ferred that we are more likely to adhere to a policy of monetary stability if 
a much larger fraction of war expenditures is obtained through taxation than 
was the case in past wars. 

Past failure to obtain larger sums through taxation can be ascribed to the 
timidity of the administrations in power, and to the necessary interval be- 
tween government expenditures and tax collections inherent in the tax sys- 
tem There were in addition certain contributory factors not applicable to 
all countries. In France, for example, during the World War the administra- 
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tive machinery for large-scale taxation was inadequate and was further de- 
moralized by the invasion of its territory. Germany was influenced by the 
conviction that its cost of the war would come out of allied indemnities. In 
all countries there was continuous expectation that the war would not last 
long,® and a widespread belief that by borrowing, part of the real cost of 
the war could be passed on to a later generation 

The gradual increase in tax levies over time is itself an indication that the 
limits of taxation are very flexible. The necessity for gradualness in the in- 
crease which obtains in peacetime does not apply in wartime, particularly 
if it IS made clear that the extraordinary levies are temporary, and that all 
members of the community are being called upon to contribute to the war 
eflPort. That administrators underrate the willingness of the community to 
pay for the war by taxation is shown by the increasing proportion of 
war expenditure raised by taxation during the World War in both the 
United States and Great Britain. What can be done towards the end of a 
war can be done at least as easily at the beginning of a war 

The diSiculty of collection should not prove a real obstacle in these days 
when advance planning for war is so widespread Even in the absence of 
such advance planning it should not prove more difiicult to improvise the 
necessary machinery for collecting the bulk of income taxes at source on a 
monthly basis than it was to improvise the machinery for the Food or Fuel 
Administrations during the World War. 

To a large extent government expenditures in wartime are made on com- 
modities which are generally consumed. The contraction of monetary de- 
mand by individuals whose income is curtailed would at once make available 
for government purchase, at current prices, a portion of the current output. 
There is no reason for assuming, however, that as the result of a general 
levy on income private demand would be contracted by the precise amount 
necessary for war In general, while the transfer of spendable funds from 
civilians to government would lead to contraction all around, it would be 
greater in some fields than in others Command over resources in general 
would be transferred, but in the short run resources are more or less special- 
ized The fundamental problem of a war economy is to effect a transfer of 
resources from their prewar uses to meet war requirements Will this trans- 
fer be impeded or facilitated by monetary inflation.^ 

Under the inflationary method increased output in the war industries will 
be achieved by competing with other industries, the monetary demand for 
whose products is not decreased, for the necessary labor and materials As a 
result of the increased money wages offered in the war industries, monetary 
demand for the product of consumers goods industries would in fact be 
increased. Wages and prices will rise in both fields, though they will rise 

• For the delay in imposing war taxation on this account in England, see F W Hirst, The 
Consequences of the War, p 144. 
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more in the war industries. The necessary contraction will take place only 
in response to increased money costs. The resulting rise in prices and wages 
all around will make profit prospects appear promising in all industries, and 
lead to speculative attempts to purchase raw materials for industries which 
must ultimately contract their output. The continuous increase of money 
wages may lead to a continuous shifting of workers between and within 
industries, the chief result of which will be a net loss of output. 

The transfer of resources under non-inflationary conditions corresponds 
to the type of transfer which goes on, though on a smaller scale, as there is 
a shift in demand from one industry to another. In the war industries where 
the purchases of both government and civilians are larger than the prewar 
purchases of civilians alone, there will be an increase of prices, the mag- 
nitude of which will depend on the elasticity of output and extent of com- 
petition. In all other industries, where monetary demand is reduced, there 
would be a tendency for prices to fall and wages to be reduced. The mainte- 
nance of prices and wages in some of these industries would result in an 
even greater contraction of output in these industries than would be the 
case under competitive conditions Hence, while the transfer of labor under 
inflationary conditions takes place in response to the offer of higher rates 
of remuneration in the war industries, under non-inflationary conditions 
this IS supplemented by the initial contraction of employment in nonwar 
industries, which would drive some workers to seek employment even at 
unchanged rates of remuneration. In the latter case the transfer process is 
promoted in two different ways. Just as the existence of unemployed re- 
sources at the outset of a war would facilitate passing from a peace to a war 
economy, so the creation of unemployment in one sector of the economy 
while employment is expanding in another should also facilitate the transi- 
tion. 

In so far as a war economy requires the production of goods which can- 
not be produced with existing plant and equipment, new investment must 
be made which may not be appropriate for peacetime production. Regard- 
less of the monetary policy pursued, the risks involved will have to be 
assumed by the government in one form or another. But one way of meeting 
the demand for new goods is by conversion of existing plant It is not un- 
reasonable to conclude that conversion would be more rapid when the mon- 
etary outlay for the products of certain industries is declining than it would 
be if prices all around are rising, though rising more in some fields than in 
others The fact that under non-inflationary conditions the basis of calcula- 
tion is not upset to the same extent as under inflationary conditions, and 
expected future changes of prices and wages are smaller, should also facil- 
itate the transition from peace to war. One qualification is necessary. A 
rapid rise of prices during wartime, when there exists the expectation that 
prices will fall in the postwar period, will no doubt tend to exercise a deter- 
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ring influence on investment in durable capital. It will do so, however, in 
both essential and nonessential industries. 

2. Does monetary expansion during a war accentuate the difiiculties of 
postwar readjustment.^ Some of these difiiculties will of course obtain re- 
gardless of the monetary policy pursued during the war. The final growth 
of the war industries will be the same, as will the growth of war industries 
in particular geographic areas not suited to peacetime activities. (An in- 
flationary program may, however, encourage extravagance among govern- 
ment agencies.) The elimination of government war purchases will create 
the same initial amount of unemployment, and the same depressed areas 
To the extent that war has fostered the growth of industries that must be 
reduced when the channels of international trade are reopened, the mag- 
nitude of adjustment will again be the same. Nor is it apparent that the 
growth of nationalism and continued restriction of international trade will 
be influenced by the monetary policy pursued during the war. 

If the unemployment which results from the postwar conditions just cited 
gives rise to a severe postwar depression, it will be not because of the mon- 
etary policy pursued during the war, but because of the monetary policy, or 
absence of policy, which obtains after the war.* 

It IS generally assumed that monetary expansion during the war must 
necessarily be followed by monetary contraction after the war. If the ex- 
pectations of contraction are widespread and if the monetary authorities by 
their silence or pronouncements, even in the absence of positive action, con- 
tribute to the spreading of these expectations, then a period of deflation 
would set in even in the absence of the necessary postwar transfer of re- 
sources. The postwar depression of 1920-21, in the United States at least, 
was of short duration. But once the forces of deflation and unemployment 
are set in motion, there is no telling when or where the downward move- 
ment will be arrested. For a future postwar period we shall at least have 
the mechanism of continued large-scale government expenditures. We shall 
also have a more acute problem of bringing down the level of inflated war 
wages to the new level of prices. 

In the past the expected return to gold played an important part in initiat- 

*In view of the current emphasis on the absence of investment opportunities as an 
important factor in depressions, it is relevant to note that war conditions should create no 
special problems The amount of investment in peacetime industries is greatly reduced 
Compare the violent contraction of the building industry durmg the World War This by 
Itself should have a favorable effect on investment opportunities after the war compared 
with what they would have been in the absence of the war Investment in war industries, 
which IS not useful for peacetime activity, even though not fully depreciated because of 
errors of judgment about the duration of the war, will surely have no deterring effect on 
investment in other fields. As against this may be cited the possible greater investment in 
certain industries m order to meet war conditions which is also appropriate for peacetime 
demand In the absence of war conditions such capacity, as in the steel industry, would not 
have developed so rapidly As a result of the war, therefore, there may be no investment 
opportumties in particular fields To conclude that this will have an unfavorable effect on 
employment is to take a very narrow view indeed of general invest^nent opportunities. 
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ing a downward postwar movement. Abstracting from the redistribution of 
the world's stock of gold which takes place during wartime, the level of 
world prices may rise to such heights as to make it impossible to maintain 
that level with prewar legal or customary reserve ratios. The attempt to 
restore the gold standard on the prewar basis will automatically involve a 
deflationary policy. Wars in addition lead to a redistribution of the world's 
stock of gold. Those countries which find themselves with inadequate re- 
serves will in the attempt to return to gold start a deflationary movement 
that may spread to other countries Even in the United States, whose stock 
of gold increased by approximately 50 per cent during the World War, 
the approach of the reserve bank reserves to the legal requirements caused 
by increased reserve bank credit and some loss of gold, was an important 
contributing factor in the postwar deflation. 

The return to gold after a future war is less likely, to say the least, than 
was the case after the World War. In any event the mechanics of devalua- 
tion are better understood and less repugnant than they were then. We 
must conclude, therefore, that monetary policy during the war will influ- 
ence the postwar transition mainly by establishing the presumption that if 
we have no policy before the war, and adopt none during the war, we are 
not likely to have one after the war. 

3. The case against war inflation has rested mainly on the inequitable 
character of the war burden which obtains under that method However the 
additional spendable funds are obtained, when they are spent the dilution 
of existing balances involves a levy on all individuals in proportion to their 
money balances. The initial dilution will depend, of course, on the range of 
government expenditures Whether by this method the wage-earning pop- 
ulation, for example, contributes more than it should will depend, of 
course, on what other levies are made on it and on the rest of the popula- 
tion. Taken by itself, however, we would all agree that a levy in proportion 
to money balances is not a fair levy. 

This initial impact of inflationary expenditures is not its only effect. As 
the new money is absorbed into the system, money incomes will rise. As 
individual incomes will not increase in the same proportion, there will take 
place a transfer of income between classes Again whether the wage-earning 
population will in this manner give up more than it would or should 
under non-inflationary levies, will depend on the rate of progression which 
would obtain under a non-inflationary tax system, the loss of real income 
under the inflationary process, and on the other levies made on the wage 
earners while inflation takes place. We can be fairly certain, however, that 
bondholders, salaried workers, and pensioners lose more under the inflation- 
ary method than they would under non-inflationary war finance. Professor 
Clark has estimated that during the World War the salaried groups in the 
United States gave up some 4 billions m purchasing power in 1917-19 
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over and above their contribution in taxes and war loans and a further 2 
to 3 billions by 1922.® The greater the rate of inflation the greater will 
be the expropriation of the middle classes, ultimately not only of their in- 
come but of their property as well. 

When inflationary funds are obtained by borrowing there is a further 
consequence which requires notice. If we look upon the income transferred 
from fixed income recipients to entrepreneurs as the sum out of which the 
war expenditures are met, then the entrepreneurs get income-yielding as- 
sets, not only for their own contribution, but for that of other classes as well. 

It IS also necessary to note at this point that large-scale borrowing is itself 
likely to promote monetary expansion. Even if the central bank had both 
the power and inclination to maintain monetary stability, war will subor- 
dinate Its own policy to that of the treasury Treasuries are reluctant to raise 
too much by taxation or by borrowing. The solution of this dilemma during 
the World War was to raise approximately one third by taxation and two 
thirds by borrowing. This was as good a showing on the taxation side as 
that made by any other country, and better than that of most But treasuries 
are reluctant to pay high rates of interest, both because of the increased 
monetary cost of waging war and because of the adverse effect of high in- 
terest rates on institutions with large holdings of fixed interest-bearing assets 
An appeal is therefore made to banks to make their resources available to 
government and short-term interest rates are kept low to encourage individ- 
uals to ’’borrow and buy.** In 1917-18 the issue of private long-term secur- 
ities was discouraged, but low short-term rates fostered borrowing at banks 
for both public and private use 

During our participation in the World War this pressure to monetary ex- 
pansion to be expected from large-scale government borrowing, was kept in 
check by direct control over the prices of much of the government*s pur- 
chases, by a system of priorities discouraging investment, and by intensive 
Liberty Loan campaigns The exhortations to borrow and buy during the 
loan campaigns were to some extent neutralized by parallel exhortations to 
save. Hence, while the volume of bank money was doubled during the pe- 
riod 1914-20 and the level of wholesale prices more than doubled, the rate 
of increase of both during our actual participation in the war was less than 
either that during the interval of our neutrality or that of the postwar boom. 

When we turn to consider the incidence of war expenditures that are 
non-inflationary in character we must note first the well-established prin- 
ciple that of the revenue raised the bulk should come either from taxes on 
income which is directly due to the war or from a general progressive in- 
come tax on all income recipients. There is no more justification for indis- 
criminate levies of the type imposed during the Civil War in wartime than 
there is in peacetime. In so far as special excise duties are levied the objec- 

• J M. Clark, The Economic Costs of the War to the American People, p 137 
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tive should be not the raising of revenue or discouraging consumption of 
luxuries, but making available for war uses resources peculiarly adapted for 
such purpose. Beyond this some decision must be made with respect to the 
amount to be raised by revenue and the amount to be obtained through bor- 
rowing. Considerations of equity do not help us very much in making this 
choice. It is true that over long periods the poor can contribute more than 
during short periods, but so also can the ridi. We can invoke no absolute 
standard which will enable us to decide whether the poor should contribute 
more than they can contribute during the duration of the war. Whether they 
will in fact do so with a given amount of borrowing depends not only on 
the tax system during the war, but on that prevailing after the war as well — 
assuming that it means something to speak of the incidence of taxation on 
income recipients over say a generation. 

The choice between borrowing and taxation must be made on other lines. 
In the main the ability of any citizen to contribute to the war effort in taxes 
or in loans is related to his current income During the war very high rates 
of taxation can be imposed with very slight, if any, adverse effects on output 
and employment. Tax receipts will be more ‘’appreciated** during a war 
emergency than during ordinary times The state can therefore raise prac- 
tically all of its requirements by the issue of tax receipts, being limited only 
by the essential requirements of the population and the necessity of leaving 
some differentials in income. It should subordinate its borrowing to taxa- 
tion because of the problems created by the existence of a large public debt. 
This requires even more emphasis than it received during the World War 
in consequence of the recent weakening of the traditional opposition to 
large state debts. 

In proving that the cost of any war cannot be shifted on to a future gen- 
eration economists have in fact proved too much. This and the theory of 
deficit financing in the present decade have led to a too widespread belief 
that the size of the public debt is not a matter of great importance. It is 
no doubt true, though not very significant, that the larger the debt and the 
larger the interest payments required, the larger will be the income out of 
which taxes can be paid. The real problem associated with a public debt is 
that of transferring income from income recipients as a whole to those in 
possession of the public debt The larger the debt, interest rates remaining 
the same, the larger will this transfer problem loom in the postwar period. 
(Those who assume that private enterprise can no longer provide the nec- 
essary investment opportunities to give full employment can fall back on 
the contention that not only is it unnecessary to repay the principal of the 
public debt, but that interest payments can also be met by further bor- 
rowing.) 

The existence of a large public debt will necessitate higher tax rates all 
around. These will affect employment and output in two ways. Disregarding 
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the influence of progressive taxation on the volume of savings, high rates 
will affect adversely the volume of employment and output by deterring 
entrepreneurs from undertaking risky investments. It is only because under 
war conditions full employment may prevail even in the absence of invest- 
ment in untried fields that this influence may be disregarded. Moreover, the 
existence of a large fixed charge on the revenue of the state will result in 
a more widespread resort to pay roll and excise levies as a means of meeting 
the steadily growing obligations which are being imposed on the state. 
Such levies will affect adversely the volume of employment even more di- 
rectly than will high rates of income taxation Alternatively the existence of 
a large standing charge on the revenue of the state will impede the use of 
taxation as a method of equalizing the distribution of income. 

The advocates of deficit financing during periods of unemployment have 
rightly pointed out that the public debt thereby created is accompanied by 
the creation of income which would otherwise not exist To some extent it 
IS also true that income yielding assets are created at the same time. Should 
war be commenced at a period when there is a large volume of unemploy- 
ment similar reasoning might be applied to the financing of war expen- 
ditures by public borrowing until full employment is restored. We should 
however give further consideration to the substitution of central bank credit 
for public borrowing in order to avoid both the payment of interest and the 
postwar transfer of income The opposition to the creation of money by 
the state rests on the fear that the state will not exercise the necessary re- 
straint, and that private banks will compete with the state in the creation of 
money, using the money created by the state as reserve. The latter difficulty 
can, however, be overcome by applying the principle of Peel’s Act to the 
deposits created by the central bank for government war expenditures. It 
would not be difficult to fix the volume of deposits as of a given day or 
average of days, thus doing away with any excess reserves which may exist 
when war is declared, and to require that against new deposits acquired as 
the government deposits are expended corresponding reserves should be 
kept. This, incidentally, also merits consideration if we abandon the attempt 
to prevent inflation. If we are to have inflation we might as well have it in a 
direct form without the intermediary of public borrowing. 

Ill 

Finally I may advert to an influence of monetary policy which is some- 
what indirect. All wars require the economizing of all goods and services 
normally consumed. In a future war we must give some consideration to 
economizing the use of authoritarian control, this not so much because it 
has alternative uses but because the supply of good control is very limited, 
and because its utilization may accustom us to accept it after the war is over. 
Much of the impetus back of the movement to impose war controls is de- 
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rived from the acceptance of the view that war inflation is inevitable, that 
administrative control is necessary to prevent too great a rise in the cost of 
living, the expropriation of the middle classes, and profiteering. In the last 
war the Fuel Admmistration and, more particularly, the Food Administra- 
tion were organized largely for these reasons. If we can prevent inflation 
by monetary means, we may forego, some at least, of the authoritarian con- 
trols that might otherwise be imposed. 



ROUND TABLE ON THE ECONOMICS OF WAR 
Charles O. Hardy, Chairman 


The discussion at this round table was devoted to the papers presented at 
the morning session on the economics of war and to a paper read by Mr« 
S. V. Ciriacy-Wantrup (which follows the summaries of the discussion) . Herbert 
Zassenhaus, Gerhard Colm, Herbert Stein, Michael Heilperin, Frederick Strauss, 
and Lewis L. Lorwin participated in the program and the first three have con- 
tributed summanes of their remarks. 

Herbert K. 2^ssenhaus: I concur with Dr Heilperin as to the following 
points; 

1. The msuffiaency of Professor Dickinson's evidence that the decline phase 
of Kondratieff’s cycles is due to war 

2. The impossibility to share in Professor Dickinson’s gratification over our 
inability to furnish precise proof for economic propositons. 

3. The overstress by Dr Pollock on the future influence of what he calls a 
’’preparedness economy," and the care necessary in treating this type of econ- 
omy as a completely new and not long-grown phenomenon. (Dr Lorwin made 
a similar point ) 

4. The relative insignificance of such discussions of "value problems" in- 
volved in assessing the cost of wars as were presented by Professor Knight 

A few points may be suggested in connection with Mr. Director’s paper, 
by way of a qualification of the importance of war financing 

1. I should emphasi2e more strongly than he has that the contraposition 
inflationary and non-inflationary war financing is not identical with the con- 
traposition financing with taxes and financing with loans. The supposed good 
effects of taxation cannot be accredited to non-inflationary financing, nor the 
supposed bad effects of loan financing to inflationary financing, nor vice versa. 
Taxes, if not adjusted so as to prevent their payment (directly or indirectly) 
out of borrowed funds, can be as inflationary in their effects as loans financed 
through an instrument which is a close substitute for money. 

2. As Mr Director indicated, postwar deflation is largely independent of 
war financing, just as there may very well be a war inflation which is in- 
dependent of how the war is financed. The monetary concomitants of the 
shift to or from war production will play a major part in such war inflation 
or postwar deflation. 

3. As neither taxes nor loans nor a combination of both is likely to be 
sufficient to divert resources to war purposes, price and investment control will 
probably be unavoidable, especially if the war should hit the country at near- 
boom times (as in England now). And the policy followed in this regard 
rather than war finance will account for what government controls remain 
after the war. 

4. The strongest case for taxation rather than borrowing rests on the adverse 
distributive effects of loan financing during the war (if inflationary, from 
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fixed to variable incomes) and after the war (from the public to the bond- 
holders), and on the monetary effects of unwise postwar debt management. 

Gerhard Colm questioned Mr. Dickinson’s attempt to interpret the Great 
Depression as an aftermath of the World War. He doubted whether the 
expansion of the war period — outside the fields of agriculture, shipping, and 
a few special fields of industry — really resulted in malinvestment to a very 
substantial extent He suggested that the World War, in its effect on most 
industries and also international trade, mainly speeded up trends which were 
already observable before the war. The World War accelerated the develop- 
ment of a "maturing” economy. The investment backlog of the war period, such 
as in housing, as well as most of the bad investments, except in agriculture, 
were absorbed in the first five postwar years It is true, the capital destruc- 
tion in Europe induced an extraordinary capital export which was one of the 
factors delaying the appearance of the phenomenon of oversaving That a 
great portion of the international capital transactions of the postwar period 
was of a short-term nature added, as did other factors, to the sensitiveness 
of the economic system and facilitated the spreading of the depression from 
country to country. Mr Colm concluded that the effects of the World War 
modified the developments of the last fifteen years but can be regarded neither 
as the prime cause of the boom of the 1920’s nor of the depression of the 
1930’s. He interpreted the Great Depression as resulting from difficulties in- 
herent in the transformation of an economy of high speed expansion into an 
economy of high level consumption. This process does not fit into any of the 
long- wave theories and calls for a very determined economic and fiscal policy, 
not for a mere waiting for the next upturn of the wave. 

Herbert Stein* The economic aftercosts of war discussed in the papers 
presented fall into two general categories. First there is the diminution of 
postwar production which may be attributed to the war’s effects upon the 
supply of resources, physical and human Second, there are the costs of under- 
employment of resources which have at times in the past been associated with 
the aftermath of war It is this second type of cost which bulks large in the 
long-wave theories which find war to be the upper turning point and which 
accounts for most of the postwar deficit in output discovered by Dr. Dickin- 
son Yet if we look for the connecting links between war and postwar de- 
pression we do not find them in the military or even the economic necessities 
of warfare. In part these links are found in the choice of methods for conduct- 
ing the war. It is apparent from Mr. Director’s paper that in the past we 
have made the choices which are not only most dangerous for postwar prosper- 
ity but also least eflScient for the prosecution of a war. In part the postwar slump 
has been the economic consequence, not of the war, but of the peace — ^both 
the terms of the peace treaty and the domestic policies pursued during peace. 
As Professor Knight points out, war and peace may be made to fit into the 
cycle theories of Hawtrey or Hayek or Cassel, but this is only so if war and 
peace are defined to include inflation and deflation. Parenthetically, it does not 
seem likely that war and peace, however defined, can be brought to fit 
simultaneously into the theories of Hayek and Cassel. 
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Of course, it is possible that the relation between war and depression is 
psychologically, if not logically, necessary. Finance ministers and monetary 
authorities may always act as they have been known to act. But there is now 
some evidence that even this relation has been weakened. Some of the legal 
and conventional inhibitions to a monetary policy have expired in the course 
of the last two decades, and while this is no assurance of a rational monetary 
pohcy it at least opens the door to rationality. The numerous exposes of recent 
years have built up a strong national sentiment against war profits which 
might be enlisted in support of a tax program. TTie fiscal policies already 
adopted in the belligerent countries indicate a greater determination to avoid 
inflation than was felt twenty-five years ago. There is also the more gloomy 
prospect that peacetime economy of the future will resemble wartime econ- 
omy more than has been true in the past, and that the aftercosts of war will 
be measured in the greater perversion of employment to the service of the 
armed state rather than in unemployment. Hus does not mean that the avoid- 
ance of postwar depression in the future is certain or even highly probable; 
It merely suggests that the pattern of the KondriatieflF may not inevitably be 
associated with future wars While we are certainly not justified in optimism, 
it would be dangerous to underestimate the importance of the decisions cur- 
rently being made in the capitals of the world. 

Little attention has been given today to an aspect of the war problem which 
is of speaal concern to the United States. What are likely to be the costs of the 
war to the United States acting as the chief neutral supplier of materials 
for the belligerents? For our current export surplus we shall receive pay- 
ment, although it has been questioned that the gold which we may expect to 
receive wiU constitute payment in any important sense. The character of the 
postwar economy is of course difficult to predict but it would not be surprising 
if Mr. Qiamberlain s postwar utopia contained a prominent monetary role for 
gold. In that case we should be able to receive payment in goods if we are 
willing to do so. But even without contemplating a future gold outflow it is 
not clear that the employment of labor in the indirect production of gold is 
an inferior substitute for idleness or some of our make- work projects. 

The major cost to which the United States is exposed as die neutral source 
of supplies is the postwar depression. Since we were in a state of depression 
before the war began, it may not be proper to say that the war presents the 
danger of a new depression. It would be more accurate to say that the war 
will give us a level of activity which is higher than we would otherwise have 
achieved but which will be especially diflScult to maintain. Our abihty to 
maintam the war level of activity after peace returns will depend in large part 
upon our own policies, upon our abihty to make use of the opportunity 
provided by rising activity to eliminate some of the sources of rigidity in the 
economy, upon the vigor with which monetary and fiscal steps are taken to pre- 
vent a reduction in spendmg when the war ends, and upon our willingness to 
make the concessions in our international economic position which would be 
helpful in restoring world trade and international investment. 
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Frank G. Dickinson: I appreciate the criticisms that have been given, 
especially because I am working on a longer manuscript of the "Aftercost 
of the World War to the United States." Mr. G)lm was the only one who 
touched upon my explanation of the 1920’s; the rest discussed primarily my 
explanation of the 1930*s. It strikes me that if this absence of criticism of 
my treatment of the 1920’s indicates acceptance thereof, then I can argue 
that if Long Cycle III explains the 1920’s, it must also be accepted as an ex- 
planation of the 1930’s. 

Mr. Strauss in his remarks stated that I was in disagreement with Professor 
Schumpeter, Without giving chapter and verse, Mr. Strauss asserted that 
Schumpeter believed that production expanded rather than contracted in the 
long downswing of the long cycle. I am unable to find any such statement 
in the writings of Schumpeter, and would appreciate a citation. I fail to find 
in Schumpeter’s studies any serious attempt to demonstrate the existence of 
the long cycle; rather, Professor Schumpeter accepts Kondratieff’s inadequate 
evidence. I would call Mr. Strauss’ attention to my attempt actually to measure 
one long cycle. 

Mr. Heilpenn objected to the defeatism involved in the argument that, 
given the World War, the depressed 1930’s were inevitable. Mr. Heilpenn 
also implied that for the most part I had overlooked the tragic social, political, 
and economic mismanagement since the World War. I would make two answers 
to Mr Heilperin’s arguments First, the long-cycle concept involves no more 
defeatism than the short-cycle concept, which predicates that depression must 
follow prosperity Second, I would say that whenever human beings become 
so perfect as to avoid the errors of peace, they will also be too wise to wage 
wars in the first place. 



THE RELATION OF WAR ECONOMICS TO AGRICULTURE WITH 
PARTICULAR REFERENCE TO THE EFFECTS OF INCOME 
AND PRICE INFLATION AND DEFLATION 

By S. V. Ciriacy-Wantrup 
I 

The concept, 'Var economics,*' comprises all economic effects of preparation 
for war, of war itself, and of postwar adjustment. War economics is a prob- 
lem for neutrals and belligerents alike ^ 

It is commonplace to say that each individual war has been different with 
respect to its economic effects. Since it is impossible within the limited time 
available to approach the subject assigned historically, the discussion must 
be confined to ^ose economic effects of war which are of sufficiently general 
nature — ^at least in an economy based on monetary exchange — to allow abstrac- 
tion from the historical peculiarities of individual wars and to arrive at state- 
ments about the relation of war economics to agriculture which are to some 
extent independent of time and place. By far the most important of these 
general economic effects of wars has been inflation followed by deflation of 
aggregate money incomes and of the general price level. For this reason the 
effects of inflation and deflation upon agriculture have been selected as the 
central theme, although there are, of course, other general effects of war 
economics upon agriculture 

Why and how wars have had inflationary and deflationary effects can only be 
touched upon here. In a monetary exchange economy no major war has been 
financed entirely out of taxation or voluntary contributions. Ordinary methods 
of taxation are too slow. Psychological and political considerations and fears of 
disorganizing private enterprise stand in the way of too severe tightening of the 
tax screw. Moreover, the resources of foreign contries cannot be tapped by taxa- 
tion. For all these reasons the state always seeks credit, usually enforcing its ap- 
peal with pressure, which ranges all the way from appeals to patriotic sentiment 
to direct compulsion The existing restrictions on credit are invariably broken 
down Monetary authorities and private banking systems become servants of 
paramount fiscal needs. Fiscal inflation leads to inflation of aggregate money in- 
comes if credits for nonessential production are not correspondingly curtailed 
The latter is theoretically possible, always attempted, but as yet never accom- 
plished 

Inflation of aggregate money incomes must involve price inflation if the 
former is not due entirely to the employment of previously unemployed factors — 

*War economics may be influenced by, but does not include, the economic causes and 
the economic objectives of war. In a world of economic nationalism, natural limitations on 
agricultural production, for instance, may be a contributing cause of wars and may deter- 
mine military objectives These important aspects of the relation of war and agriculture are 
not strictly within the boundaries of the topic under discussion One has also to differentiate 
clearly between war economics and economic warfare The latter is a problem of economic 
strategy, and not of economic effects of war In "total” warfare the two concepts may 
become synonymous for some countries, but for other countries and for the world as a 
whole problems of economic warfare normally form a small part of the problems of war 
economics 
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assuming infinite supply elasticities of these factors and sufficient supply of 
limitational factors — or, in a fully employed economy, if hoarding is not cor- 
respondingly increased. Increases of aggregate money incomes are scarcely ever 
confined to the employment of previously unemployed factors Even if they were, 
price increases would occur, but they would be of short-run nature. Because of 
shortage in limitational factors, increases in production are usually halted before 
all unemployed factors have been employed It takes time until such bottleneck 
obstacles have been overcome Increase of hoarding with increasing aggregate 
money incomes and increasing prices is unlikely theoretically and has not yet 
been experienced practically. 

After the end of a war, fiscal inflation continues for some time because of de- 
mobilization and reconstmction needs. War is generally followed by a short 
period in which inflation of aggregate money incomes and prices is as great as 
during the war, or even greater Fiscal deflation directly or indirectly, through its 
anticipation, brings about the collapse. Disappearance of fiscal credit needs 
makes possible the re-establishment of the artificial limitations on the expansion 
of credit which had been set aside during the war. This leads to more stringent 
conditions for private credit. Private enterprise is further discouraged through in- 
creases in taxation to service and amortize public war debts. The attempt to 
amortize war debts discloses the character of wartime investment Under peace 
conditions debts are incurred by entrepreneurs to purchase or manufacture 
quasi-permanent goods under the assumption that the social product will be in- 
creased enough to cover interest and amortization Under war conditions debts 
are to a large extent incurred not to increase the social product but to destroy it. 
Decrease of fiscal investments, more stringent conditions for private credit, in- 
creased taxation, and decreased ability to meet the tax burden combine to create a 
situation in which fiscal deflation is not only not counteracted but is augmented 
by the developments in private industry, with resulting deflation of aggregate 
money incomes and prices Such a condition generally favors hoarding so that a 
vicious circle is set in motion 

This short sketch of wartime inflation and deflation must suffice because we 
are not concerned here with the causes of these phenomena, but with an analysis 
of their effects upon agriculture. Such an analysis can be accomplished best by 
comparing the reaction of agriculture with that of nonagricultural industries 
under the impact of income and -price inflation and deflation Differences be- 
tween the behavior of agricultural and nonagricultural prices are often explained 
either by differences in demand for products of the two economic sectors or by 
pointing to the competitive market organization of agriculture as contrasted with 
the monopolistic conditions m industry Unsound statements are often made 
about the reasons why during so-called ’’depressions'* supply in agriculture as 
compared with supply in nonagricultural industries is maintained on a higher 
level. All these supposed differences between agriculture and other industries 
are extremely important in war economics and can be tested by a comparative 
study of the inflationary and deflationary aspects of war economics in agriculture 
and in nonagricultural industries. 

That inflationary and deflationary tendencies in the flow of aggregate money 
incomes and in the general price level are not caused by wars alone needs 
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scarcely be emphasized. Wartime inflation and deflation are not in all respects 
identical with peacetime inflation or deflation, but reveal the same differences 
and similarities between the reaction of agriculture and other industries. These 
differences and similarities will be dealt with here. They characterized the three 
long periods of agricultural depression and industrial stagnation which have oc- 
curred since the end of the nineteenth century, and, they can also be observed 
during shorter fluctuations of aggregate money incomes and prices , for instance, 
during the business cycle. 

II 

As a background for an analysis of the behavior of agriculture and other in- 
dustries with respect to price inflation and deflation, it may be well to glance at 
the relative movement of agricultural and nonagncultural prices during the 
periods of price inflation and deflation which occurred during the last 150 years. 
They are discussed for four major countries in detail elsewhere ^ 

The effects of inflation and deflation upon the purchasing power of agricul- 
tural products in terms of nonagncultural products and services need particular 
attention since Kondratieff’s well-known thesis,® namely, that the agricultural 
components of the wholesale raw material price level show a more abrupt and 
greater fall in the downswing of prices and a more abrupt and greater rise in 
the upswing than the industrial raw material prices, is not entirely correct With 
a few exceptions, particularly in the United States during the last downswing 
period, industrial raw material prices as a whole proved more sensitive than 
agricultural prices as a whole. 

The purchasing power of agricultural products in terms of products used in 
computing the wholesale price level did not show the postulated parallelism of 
movement with the absolute movement of wholesale prices ^ On the other hand, 
the purchasing power of agricultural products in terms of finished industrial 
products and of services bought by farmers closely corresponded to the fluctua- 
tions of the general price level. It is this latter purchasing power, which in con- 
junction with the relative volumes of production, determines the economic 
position of agriculture relative to other industries. 

Considerable differences appeared in the movement of purchasing power of 
individual agricultural products. Grain prices, for instance, and the prices of 
agricultural products used as industrial raw materials, like fibers and oils, showed 
the same violent movements as industrially produced raw materials. Finished 
agricultural products, on the other hand, like animal products and those agri- 
cultural products which leave the farm in a state of manufacture ready or nearly 
ready for consumption, showed a price movement more nearly like that of 
finished industrial products. 

• S V Qnacy-Wantrup, Agrarkrtsen und Stockungsspannen zur Prage der Ungen „Welle** 
in der mrtschapUchen Entwtcklung (Berlin, 1936) 

*N O Kondratieff, "Die langen Wellen der Konjunktur,” Archiv /. Sozialwissenschaft 
und Soztalpolttik, 1926, Vol 56, No. 3. Translation* "The Long Waves in Economic 
Development," Review of Economic Statistics, Vol XVII, No 6, November. 1935. 
pp 105-115 

N O Kondratieff* "Die Preisdynamik der industriellen und landwirtschaftlichen Waren," 
Archiv f. Sozialwissenschaft u. Sozialpolitik, 1928, Vol 60, No 1 

Cf S V Cmacy-Wantrup, op, cit,, pp 25-39, 110-127, and 181-197. 
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During price inflation and deflation the causes of the changes in price ratios 
between agricultural and nonagricultural products as a whole and between in- 
dividual agricultural and nonagricultural products cannot therefore be found in 
the fact that a given price senes belongs to agriculture or to other industries. It 
IS the purpose of the following discussion to analyze these causes and to show 
in what way and how far they bring about diflFerences in economic position be- 
tween agriculture and nonagricultural industries in the course of income and 
price inflation and deflation 

III 

For products of individual industries changes in aggregate money incomes be- 
come manifest as changes of demand and supply® Our task may be divided, 
therefore, into two parts; first, into tracing the effects of aggregate money in- 
come changes through demand and, second, into tracing them through supply. 

Differences in the influence of changes in aggregate money incomes upon 
prices through demand depend, first, on the relative magnitude of changes in 
position and shape of demand schedules and, second, on the existing price 
elasticities, in the sense of arc elasticities, of the same schedules.® 

Before a comparison between agriculture and industry is made in these two 
directions, it may be well to emphasize that that portion of agricultural produc- 
tion which IS consumed on the farm is affected somewhat differently by changes 
in, and by price elasticities of, market demand than the marketed portion of 
production ^ For this portion, schedules of marginal utility to the farmer take 
the place of market demand schedules and are directly compared with the 
schedules of marginal costs In the absence of substitution, the schedules of 
marginal utility of farm-consumed agricultural products may be regarded as 
constant and rather inelastic. It is, of course, not quite correct to disregard sub- 
stitution entirely. There is a well-defined trend in world agriculture towards 
substituting purchased goods more and more for goods produced on the farm.*^ 
Always, the marginal utility of goods produced for consumption on the farm is 
compared with the marginal utility of money which may be obtained from their 
sale. Qianges in the latter are not independent of changes in the aggregate 
money incomes of the entire economy However, changes m aggregate money 

® Why they appear as changes of demand is obvious They appear as changes of supply 
because aggregate money incomes must be equal to aggregate money costs, including 
profits This must lead to changes in prices of cost factors, assuming the "state of the arts” 
unchanged 

• In using the term elasticity we shall hereafter refer to arc elasticity For our comparisons 
arc elasticity is more useful than point elasticity in spite of the more general theoretical 
validity of the latter concept But it goes without saying that elasticity at different points 
of an arc under consideration is usually different 

In the subsequent comparisons between changes in prices and changes of demand and 
supply of different products or groups of products relative amounts of changes are meant 

^Cf S V Ciriacy-Wantrup, op ctt., pp 88-95. The quantitative importance of farm- 
consumed agricultural products varies greatly with time, kind of goods produced, and size 
of farms For the first half of the nmeteenth century in Western and Central Europe as a 
whole it amounted to around 55 per cent of total agricultural production At the present 
time it may have decreased for Western and Central Europe to around 25 per cent, and in 
the United States to around 20 per cent Differences m estimates are mainly caused by 
differences in valuation Bases or evaluation are usually wholesale prices. This tends to 
understate the true value of this portion to agriculture From a certain level of consumption 
onward the economic alternative is not selling at wholesale but purchasing at retail 
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incomes influence the prices received and the utility of money obtained per imit 
of good sold, in opposite directions. The net effect upon substitution of home 
consumption for sales, and vice versa, may therefore be noticeable for individu- 
al farms — ^particularly if fixed charges affect the marginal utility of money. But 
the effect is negligible for agriculture as a whole. The portion of farm-consumed 
agricultural production renders agriculture proportionately immune to the effects 
of changes in aggregate money incomes. A second important difference between 
agriculture and industry connected with the portion of agricultural production 
consumed on the farm will be taken up later when the effects of changes in 
aggregate money incomes through supply are discussed 

As an index of differences in relative magnitudes of demand changes caused 
by changes in aggregate money incomes, one may take differences m income 
elasticities of demand.® Differences in income elasticities may be said to be de- 
pendent on five factors* First, is market demand for a given good directly or 
indirectly determined by income In the short run, at least, consumer’s, pro- 
ducer’s, and trader’s demand may be influenced in different degrees by changes 

^gg^^cgate money incomes. The second factor is the position of a given good 
in the preference scale of final consumers at constant or equiproportionally 
changing prices * Third, whether or not complementary or competitive relation- 
ships prevail for a given good Fourth, the extent to which demand for a given 
good IS influenced by changes in income distribution associated with changes in 
aggregate money incomes. Fifth, the extent to which the demand for a given 
good IS influenced by the rate at which income changes take place, by the direc- 
tion of income changes, and by anticipated changes Only a short, generalized 
comparison of the first four factors in agriculture and in nonagricultural indus- 
tries IS possible here. Studies of the fifth factor do not as yet permit such a com- 
parison. 

1. Many agricultural products are industrial raw materials With regard to 
these the effects of changes in aggregate money incomes are the same for agri- 
culture and other industries which produce raw materials. The details of these 
complexities are irrelevant here Trade capital plays an important role in the 
demand for agricultural products Hawtrey’s analysis of the effect of producer’s 
and trader’s demand upon price fluctuations through changes in inventories and 
stocks and Wicksteed’s analysis of ’’reservation demand” are of particular im- 
portance to agriculture,® Grains, fibers, fats, and hides are noteworthy examples. 

• Elasticity of demand with respect to income will be designated briefly income elasticity 

J ^1 dx /dy 

of demand. (Income elasticity =r rj/ = — / — , price elasticity rip = — / — , 

X ( t xf y 

X = quantity taken; / = money income, y = price per umt.) 

Income elasticity of demand is a concept which, in the same way as price elasticity, is 
applicable to individual demands and to market demand Income elasticity of demand has 
no direct reference to price In computing income elasticities of individual demand, prices 
are assumed constant, changes in money income and real income are the same If income 
elasticities of market demand are under consideration, prices of the good under considera- 
tion as well as of all goods cannot be assumed to remain constant but have to be assumed 
to change equiproportionally The latter assumption is neither more nor less correct 
theoreti^lly than the assumption that all prices remam unchanged if price elasticity of 
market demand is studied. 

*R G. Hawtrey, and Credtt (London, 1928), and Capital and Employment (Lon- 
don, 1937), particularly Chap V. 
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2. It is usually assumed that agricultural products have a place of priority on 
the preference scale of final consumers and that changes in income do not atfect 
them as much as most nonagricultural products. It is true that certain foods, for 
instance, bread, the cheaper fats, and in Central and Eastern Europe potatoes, 
have a very low positive or even a negative income elasticity for this reason. On 
the other hand many animal products, fruits, and vegetables have an income 
elasticity which approaches or exceeds unity. The income elasticity of animal 
products affects the income elasticity of bread grams and potatoes because the 
demand for the latter is partly derived demand through the demand for animal 
products. The conversion losses m feeding range from 70 to 95 per cent of calories 
and proteins. Furthermore, as implied above, the demand for bread grain on the 
farm is determined in the short run by the actions of the trade and not by the 
actions of the final consumer. 

3. As far as consumers goods are concerned, effects of complementarity and 
competitiveness are taken into account under factor two. As far as producers 
goods are concerned very little is known about this point There is no a prion 
reason why complementary or competitive relationships should prevail more in 
agriculture than in other industries. 

4. Several studies of income tax statistics seem to indicate that concentration 
of income tends to increase if aggregate incomes rise and to decrease if aggre- 
gate incomes fall * Inequality" seems to be greater in prosperity than in de- 
pression Computation of slopes of Pareto curves^^ by Crum^* and by Polak,^* 
both for the United States, and recent studies of the movement of real and 
money wage rates in the United Kingdom^^ point in the same direction. Equal- 
ization of income would favor agriculture in relation to nonagricultural indus- 
tries because it is known from many consumption studies in various countries 
that consumers in the lower income ranges have higher propensities to consume 
agricultural products relative to industrial products than do consumers in the 
higher income ranges However, changes in income distribution according to 
size of income during recent booms and depressions studied seem to be slight.^® 


P. H Wicksteed, The Common Sense of Poltftcal Economy (London, 1933), Vol II, 
Chap IV ff 

Rufus S Tucker, "The Distribution of Income Among Income Taxpayers in the United 
States, 1863-1935," Quarterly Journal of Economics, Vol 52 (August, 1938), No 4, pp 
547-587 

Robert F Martin, National Income in the United States, 1799-1958 (New York Na- 
tional Industrial Conference Board, 1939) 

W I King, The National Income and Its Purchasing Power (New York National 
Bureau of Economic Research, 1938) 

W I King, O W Knauth and F R Macaulay, Income in the United States, Its Amount 
and Distribution, 1909-19 (New York National Bureau of Economic Research, 1922) 
*^Cf Vilfredo Pareto, Cours d'economique Politique (Lausanne, 1897), Book 3, Chap 1 
L Crum, "Individual Shares in the National Income," Review of Economic Sta- 
tistics, Vol XVII (November, 1935), No 6, p 127 
” J J Polak, "Fluctuations in United States Consumption, 1919-32," Review of Economic 
Statistics, Vol XXI (February, 1939), No 1, pp 1-12, particularly Appendix B. 

John T Dunlop, "The Movement of Real and Money Wage Rates,” Economic Journal, 
Vol XLVIII (March, 1938), pp 413-434, and "Trends in the Rigidity of English Wage 
Rates," Review of Economic Studies, Vol VI (June, 1939), No 3, pp 189-199 
“Cf Consumer Expenditures in the United States (Washington* National Resources 
Committee, 1939) Section 6 gives literature and comparisons with previous studies 
“ Crum investigates changes in income distribution in the United States between 1927 
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Moreover, all available studies of changes in income distribution neglect changes 
in the lower income brackets and the effects of unemployment. If these are 
taken into account it is doubtful if changes in income distribution associated 
with changes of aggregate incomes have a noticeable influence upon consump- 
tion. 

On the basis of these generali 2 ations, one may conclude that differences in 
the relative income elasticities of demand between agricultural products as a 
whole and nonagricultural products as a whole are much less than is generally 
supposed. 

We may now ask whether there are differences between agricultural and non- 
agriculturd industries with respect to price elasticity of demand. 

Price elasticity is partly influenced by the same factors — mutatis mutandis — 
as income elasticity In fact, one may look upon price elasticity of demand as 
consisting of two parts, one being income elasticity and the other elasticity of 
substitution.^^ Additional factors are the number of uses to which a given good 
can be put and the importance of the expenditure for a given good relative to 
consumers’ incomes. The latter are, of course, assumed constant in considering 
price elasticity It is the combined effect of all factors mentioned that determines 
differences in price elasticities, and not whether the good is produced by agricul- 
ture, mining, manufacturing, or other industries. There are products with high 
price elasticity in agriculture and products with low price elasticity in other in- 
dustries. 

Numerous studies have attempted to measure demand elasticities for agricul- 
tural goods A summary of those studies in a recent text shows elasticities for 
nineteen different goods. Elasticities for the most important agricultural goods 
are below unity, but range from 0 07 to 2.56, and vary considerably for each 
good within different periods and regions Comparable computations for a large 
number of industrial goods do not exist The meager data available for some 
important industrial goods point to elasticities below unity — for instance, with 

and 1932, and concludes ’’Despite the violent cyclical change which took place during this 
six-year interval, the degree of inequality experienced no appreciable change” Op ctt , 

p 121 

” Cf also J R Hicks and R G D Allen, ”A Reconsideration of the Theory of Value,” 
Economtca, February, 1934, pp 52-76, and J R Hicks, Value and Capital (Oxford, 1939) 

The relation of the factors mentioned above to price elasticity has received far too 
little attention The case of producers goods is discussed by Roswell H Whitman, ’’The 
Problem of Statistical Demand Techniques for Producers’ Goods An Application to 
Steel,” Journal of Political Economy, October, 1934, pp 577-594 

Cf also* Don D Humphrey, "Price Reduction as a Stimulus to Sales of Durable Con- 
sumers’ Goods,” Journal of American Statistical Association, June, 1939, pp 252-260, 
and Edwin B George, "Replacement Demand for Consumers’ Durable Goods,” Journal of 
American Statistical Association, June, 1939, pp 261-268 

“Warren C. Waite and Ralph Cassady, The Consumer and the Economic Order (New 
York, 1939), pp 157 and 158 These measurements are often highly unsatisfactory They 
are all derived from statistical demand curves The differences between these curves and the 
timeless and hypothetical demand schedules of Walras (D—ffpi, p%, . . pn)) or, as its 

special case, of Cournot-Marshall (D^f(p)) are often not sufficiently taken into account 
in interpreting actual market conditions The demand curve which results after the best 
possible "corrections” for changes in position and shape of demand and supply curves are 
made, still represents an average of the demand schedules which have existed during the 
period considered. "The” elasticity of the corrected curve represents an average for the arc 
considered and may not be representative for individual points. 
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respect to steel^® — ^and to similarly great variations — for instance, between 0.65 
and 2.5 for automobiles®® — ^as encountered in agriculture. 

The differences between agriculture and other industries with respect to 
changes in aggregate money incomes may now be summarized as far as the de- 
mand side is concerned Agriculture is nearly immune from such changes to the 
extent that agricultural goods are produced and consumed on the farm. The 
effects of factors discussed as affecting income elasticities and price elasticities 
put certain agricultural products in the same class with certain industrial prod- 
ucts, and differentiate them from other classes likewise containing both agricul- 
tural and industrial products. The commonly accepted notion of general, in- 
herent differences between agricultural and industrial products with respect to 
income elasticity and price elasticity is erroneous. 

However, there is one general difference between agriculture and other in- 
dustries in relation to the effect of changes in aggregate money incomes through 
demand This difference is due to the degree of monopolistic controls in agri- 
culture and other industries As yet, monopolistic conditions, in the widest 
sense, are far more frequent in nonagricultural industries than in agriculture. 
This, of course, cannot be called an inherent difference since voluntary co- 
operation and state organization have introduced similar conditions in agricul- 
ture and may do so even more in the future. 

Monopolistic conditions do not influence elasticities of demand schedules 
But changes of elasticity without changes of the position of the demand sched- 
ule affect price under monopoly whereas they do not under pure competition, 
where the demand schedule may pivot around the point of intersection with the 
supply schedule without affecting price. This is important here, because a de- 
crease of demand due to a decrease m aggregate money incomes is often associ- 
ated with a decrease of price elasticity. Under pure competition this leads, at 
least in the short run, to decreases in prices Under monopoly, however, a de- 
crease in elasticity causes an increase in price if it is assumed that there are no 
changes in marginal costs. Since the same reasoning applies, mutatts mutandis, 
to an increase in aggregate money incomes, equiproportional shifts of demand 
of this kind lead to relatively more rigid prices for goods produced under 
monopoly conditions. As shown elsewhere®® this is true particularly for produc- 
ers goods. The price movements of raw materials produced in agriculture com- 
pared with price movements of raw materials produced in industry during the 
recent periods of inflation and deflation can to some extent be explained in this 
way ®® 


Roswell H Whitman, op. at , Section 2 

” C F Roos and Victor von Szehski, ’’Factors Governing Changes in Domestic Automo- 
bile Demand,” The Dynamics of Automobtle Demand (New York General Motors Cor- 
poration, 1939) Cf also W I King, *’Can Production of Automobiles Be Stabilized by 
Making Their Prices More Flexible?” and rejoinder of Roos and Szeliski in Journal oj 
American Statistical Association, Vol 34 (November, 1939), No 208 

” In the long run this is not necessarily the case if constant or decreasing costs prevail 
in the industry. 

" S. v. Oriacy-Wantrup, ’’Notes on the Significance of Trade, Legal, and Price Barriers 
in Relation to Social Progress,” Proceedings of the Twelfth Annual Meeting, Western Farm 
Economics Association, 1939, pp 139-132. 

“Cf. above. Section 2. 
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IV 

Factors affecting variations in income elasticity and price elasticity as well as 
differences in the degree of monopolistic control go a long way in explaining 
changes in purchasing power of numerous agricultural products during price 
inflation and deflation. However, they cannot explain sufficiently changes in 
purchasing power of agricultural products as a whole. We have next to inquire 
if there are peculiarities of agriculture on the supply side which may explain 
relative price movements and other differences between agricultural and non- 
agricultural industries under the impact of price inflation and deflation. 

Differences in the influence of changes in aggregate money incomes upon 
prices through supply depend on the relative magnitude of changes in position 
and shape of supply schedules and on the existing supply elasticities of the 
same schedules.** 

Changes in supply schedules in so far as they are determined by costs may be 
caused by technological changes or by changes in the prices of cost factors There 
is no reason why technological changes related to changes in aggregate money 
incomes should affect agriculture and nonagricultural industries differently 
Similarly, there can be no differences with respect to the costs of raw materials, 
machines, and equipment for which both agriculture and other industries com- 
pete 

However, there are differences with respect to labor cost. Wage rates for 
hired labor have in most countries been more flexible in agriculture than in 
nonagricultural industries for various reasons discussed elsewhere.*® More im- 
portant IS the fact that m agriculture the entrepreneur and his family furnish a 
larger proportion of his labor supply than is true for most other industries 
Family labor input is not determined by the movement of wage rates, but by 
the bailance of marginal disutility of effort and marginal utility of product The 
schedule of marginal disutility of effort is not changed by shifts in money in- 
comes and may be regarded as convex to the abscissa (representing quantity of 
effort and quantity of product) , and of strongly decreasing elasticity in its posi- 
tively sloping branch. The schedule of marginal utility of product is not 
changed by shifts in money incomes for that portion which is consumed on the 
farm However, the schedule of marginal utility of money returns is affected by 
price changes and by changes in the marginal utility of money. We have stated 


•‘Attention should be called to the fact that the price-supply and cost-output rela- 
tionships in agriculture are not strictly speaking functional but only stochastic According 
to weather and other uncontrollable factors, a wide range of output may correspond to the 
same costs and a wide range of supply to the same price With respect to the elasticity 
of supply this IS of interest from two angles First, a farmer may not become conscious 
of changes in price due to changes in aggregate money incomes because of the great varia- 
tions m price caused by natural conditions Second, if he realizes that changes of money 
income have influenced demand he may not think this important enough to change his 
plans — at least in the short run — since he knows that natural conditions may introduce 
greater changes in his output than he is willing to make voluntarily Although these two 
factors tend to make supply adjustments less definite in agriculture than in industry, their 
effects should not be overestimated Misinformation about the causes of price changes 
is not confined to agriculture but is prevalent in most competitive industries Farmers are 
accustomed to use "most probable" or "normal” output figures, and make adjustments m 
costs on this basis "as if" they had full control over production 
”S V Ciriacy-Wantrup, op at, pp. 28 ff , 113 ff, 185 ff , and Figure 10. 
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above that changes in aggregate money incomes cause changes in prices in the 
same direction, but changes in the utility of money per unit of goods sold in the 
opposite direction In other words, if aggregate money incomes increase, 
marginal money returns increase, but marginal utility of money returns may not 
increase at all; in fact, it may decrease. If aggregate money incomes decrease 
marginal money returns decrease also, but marginal utility of money may not 
decrease at all It may increase if the pressure of fixed charges increases the 
marginal utility of money to the farmer. 

The magnitude of changes in supply associated with changes in aggregate 
money incomes is generally less in industries where self-employment prevails 
than where labor is hired, whether in agriculture or m other industries. But in 
agriculture, self-employment, self-supply of food and shelter, and relatively 
great flexibility of wage rates for hired labor, all combine in such a way that one 
may well speak of inherent differences between agriculture and other industries. 

The elasticity of supply of many individual agricultural products is not less 
than that for many industrial products It is the elasticities of supply of aggre- 
gates which are different. These differences can be explained by the importance 
of joint costs, of fixed costs, of sunk costs, and of monopolistic controls 

The great importance of joint costs in agriculture is the decisive factor in 
bringing about differences in supply elasticity between individual agricultural 
products They likewise affect the elasticity of total agricultural supply m the 
short as well as in the long run For reasons stated, the nonmarketed portion of 
agricultural production is almost independent of market prices A portion of 
the marketed production may also be regarded as independent of price because it 
IS a joint product of that portion which is not marketed In countries of peasant 
agriculture and small farms this second factor forms an important part of the 
total supply which reaches the market There are few parallels of this kind of 
joint cost effect in nonagricultural industries 

That agriculture is characterized by a high proportion of fixed costs to total 
costs is not a characteristic distinguishing it from many other industries, for 
instance, the public utilities and the chemical industry But there are differences 
of degree First, labor costs are variable costs m these industries whereas from a 
cost accounting standpoint family labor in agriculture is a fixed cost in the 
sense of an opportunity cost^® Second, in agriculture, fixities in the form of 
’‘lumpiness*' are much more important than in most industries Such lumpy costs 
are different from fixed costs in the degree of fixity Fixed costs proper do not 
vary at all with changes of production velocity^^ over that range of production 
velocity which is considered Lumpy costs are fixed over a part of the range 

**The practical difficulties in establishing cost rates for the operator’s labor on the 
basis of real or “pain” costs, that is, through comparison of marginal disutility of effort 
and marginal utility of returns (as suggested above), are so great that this theoretically 
attractive solution offers few possibilities in farm cost accounting 

^ Production velocity or instantaneous speed of production is the volume of production 
in a very short time interval divided by the time interval What constitutes a “very short 
time interval” or a “moment of time” differs greatly for different lines of production ac- 
cording to technological conditions , for the production of water by a well it is a second ; 
for seasonal industries it is a day, for the production of crops it is a season, for the 
production of milk it is a milking period, for some industries it is a month, for others 
a year A “very short time mterval” is not necessarily identical with the accounting period 
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which is large in relation to the whole range of production velocity consid- 
ered.** They vary as noticeable "'quanta** of costs, and, therefore, discontinu- 
ously with production velocity. Lumpy costs are particularly important for agri- 
cultural enterprises because the total range of production velocity considered is 
usually small m relation to the range of production velocities encountered in 
industrial enterprises. One laborer or one machine of a size used in agriculture 
does not usually represent a noticeable "quantum** of costs in industrial enter- 
prises whereas they do in most size groups in agriculture 

Fixed costs do not enter into short-run marginal costs and are therefore dis- 
regarded in the determination of short-run, individual outputs and total supply. 
Lumpy costs do not enter into marginal costs between the points of discon- 
tinuity of the total cost function Within these points they must, therefore, be 
treated like fixed costs. At the points of discontinuity the full "jump** of lumpy 
costs is formally added to marginal costs. In agriculture most lumpy costs are 
irreversibly variable They are variable only with increasing production velocity 
but resist variation with decreasing production velocity Lumpy costs in agricul- 
ture, therefore, behave like fixed costs if production velocity is reduced. 

The effect of a high proportion of fixed and lumpy costs upon elasticity of 
supply can only be sketched here Let us first consider price decreases If fixed 
and lumpy costs are high in relation to variable costs, the point of minimum 
average variable costs, that is, the point at which production would cease in 
an individual enterprise if prices decreased further, is far below the point of 
minimum average costs The magnitude of production adjustment between 
the points of minimum average costs and minimum average variable cost de- 
pends on the slope of the marginal cost curve In agriculture, the slope of the 
marginal cost curve between these points is generally very steep for t^nologi- 
cal reasons — steeper, one may venture to say, than in most nonagricultural enter- 
prises Reduction of variable costs between the points of minimum average costs 
and minimum average variable costs has therefore a relatively slight effect upon 
output in agriculture as compared with other industries. 

Next, let us consider price increases. In agriculture the increase of fixed fac- 
tors (for instance, of land, land improvements, or bearing trees) and of some 
lumpy cost factors (for instance, of animals) is a slower process, for technologi- 
cal reasons, than in most other industries. Variable factors can be increased, 
of course. But here again the slope of the marginal cost curve above the point 
of minimum average costs is particularly steep in agriculture, and prevents large 
increases of production velocity with increases of variable costs. 

*“ It IS obvious, therefore, that the differentiation between fixed and lumpy costs depends 
on the range of production velocity considered There is no general, clear-cut difference 
in kind between fixed and lumpy costs 

* There are, of course, small-scale enterprises in nonagricultural industries and large- 
scale enterprises in agriculture For some California fruit ranches, for instance, one seasonal 
laborer is certainly not a lumpy cost factor. 

“In agriculture, where ^ed cost factors may constitute a complete economic imit, 
because operator’s labor is to be regarded as a fixed cost, feed is produced on the farm, 
and fertilizer purchases can be avoided by relying on the natural increment of plant 
nutnents Minimum average variable costs may be zero to the right of origin in the 
Cartesian system of co-ordinates. In other words, production would continue even if the 
input of all variable factors had ceased. 
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Thus far, we have dealt with fixity of costs m relation to timeless, hypotheti- 
cal, short-run cost and supply schedules. For many economic problems, for in- 
stance, for determining so-called ''statistical'* cost and supply curves or for 
studying time lags in adjustment of costs and supply to price changes, the 
extent of fixity in costs over time is important It can be shown that the dimen- 
sion of time IS implicit in the differentiation between fixed and lumpy costs 
on the one hand and variable costs on the other As mentioned above, the 
dimension of range of production velocity is explicit in the differentiation be- 
tween fixed, lumpy, and variable costs. If the time dimension of fixity is con- 
sidered, fixed costs proper and lumpy costs may both be discussed under the 
concept of "sunk costs ’’ The term sunk costs has the further advantage that 
It may include variable costs if fixity of costs during a single production interval 
is considered.®^ This is of practical importance if changes of production velocity 
are to be made during the production interval, as often happens in those 
industries m which the production interval is fairly long Sunk costs are not 
a peculiarity of agriculture, but they are of greater importance in agriculture 
than in most industries because of the long production interval in agriculture 

A high proportion of sunk costs affects lags in adjustment of supply over 
time in the same way as a high proportion of fixed costs affects the elasticity of 
timeless (short-run) supply schedules. Sunk costs likewise are disregarded in 
adjusting production velocity Additional variable costs, which in this case 
may be called "recovery costs," are expended until their marginal unit is equal 
to the marginal unit of revenue obtained by expending them The same argu- 
ment as above could be repeated with the difference that the term minimum av- 
erage recovery costs needs to be substituted for minimum average variable costs 
The argument is quite obvious for existing sunk costs, that is, for decreases 
of prices. If prices increase, new expenditures which will become sunk cost 
are undertaken if the new production velocity is expected to last for a suffi- 
ciently long period to make full economic use of the unexhausted produc- 
tive capacities of sunk cost factors, or, in other words, to amortize the in- 
vestment Even then the technological time lag in adapting sunk costs, as far 
as they are fixed and lumpy costs, and the time lag caused by the long produc- 
tion intervals of agriculture remain Lags in supply adjustment caused by sunk 

“By production interval is meant the time which elapses between the employment of 
variable cost factors and the output of the product for the production of which the variable 
factors were employed The term production interval is chosen in order to avoid the 
lengthy controversies which have arisen out of the use which the Austrian school, and 
particularly Bohm-Bawerk, Strigl, Hayek, and others have made of the term period of 
production in capital and business cycle theory The concept production interval as used 
here is quite independent of the criticism which has been raised by F H Knight and 
others against the concept period of production The existence of durable capital goods and 
the problem of roundaboutness of production are technical data for the length of the 
production interval But they are excluded from the definition of the production interval, 
whereas they form the central issue in the definition of the production period The 
beginning and the end of a production interval can be clearly and easily ascertained by 
timing the employment of variable cost factors, particularly in those industries like agricul- 
ture, in which the processes of production are largely discontinuous 

“ One year in crop production , from one to four years in livestock production, if 
breeding stock is not increased, from two to eight years, if breeding stock has to be in- 
creased in order to increase market supply, and from eight to ten years in the production 
of bearing trees 
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costs not only appear in connection with so-called *'cobweb** phenomena*® 
but are also important for the lag in gradual supply adjustment to price, 
changes brought about by changes m aggregate money incomes. 

The last factor which may introduce differences in elasticity of supply be- 
tween agriculture and other industries is the degree of monopolistic control. 
Monopolistic conditions do not in themselves make supply elastic any more than 
they make demand more elastic. The marginal cost schedule is a datum for 
the monopolist He has to move along it if he wants to maximize profits How- 
ever, the existence of monopoly gives him the opportunity to deviate from the 
marginal cost schedule. A monopolist may rightly or wrongly believe that it is 
in his interest to stabilize prices as an aid in oligopoly arrangements or in 
maintaining retail prices This would mean that every change of demand 
IS countered by an opposite change in supply as long as average costs are cov- 
ered. Monopoly output would be more elastic than would market supply under 
pure competition, with the exception of an industry working under constant 
costs. 

It is apparent, then, that there are differences partly in kind and partly in 
degree between agriculture and nonagricultural industries in the field of labor 
organization, cost structure, and control over supply, which explain to a large 
extent the movement of purchasing power of agricultural products during in- 
come and price inflation and deflation. Gianges of position and shape of cost 
and supply schedules are less in degree, elasticity of supply is less, and lags in 
cost and supply adjustments are more frequent and greater in agriculture as a 
whole than in other industries This tends to accentuate and to extend the 
effects of changes of aggregate money incomes upon agriculture relative to 
other industries to the benefit of agriculture during inflation and to the detri- 
ment of agriculture during deflation The disequilibrium between agriculture 
and other industries in purchasing power and production becomes thereby an 
important characteristic of income and price inflation and deflation 

” Lags in production adjustments do not lead in themselves to self-perpetuating supply- 
demand disequilibria in the form of cobweb diagrams Lags in the adjustment of supply 
to price occur in many nonagricultural industries Here also the causes are largely sunk 
costs But in nearly all nonagricultural industries production is a continuous flow within 
industrial enterprises, or at least within the whole industry Supply is adjusted step by 
step, and a new equilibrium position is gradually approached For a whole industry such 
an adjustment is a continuous process Under such conditions, lags in supply-price ad- 
justments do not create a cobweb Only if the supply is not changed step by step, but 
abruptly for a whole industry, do lags in supply-price adjustment due to sunk costs create 
a cobweb It is precisely this which is brought about in agriculture through natural 
conditions that make for uniformity in the timing of production intervals within individual 
enterprises and the whole industry Exceptions are, of course, products which are produced 
under a wide range of climate, for example wheat The greater continuity of agricultural 
production and prices is one of the most important consequences of the development of 
transportation during the nineteenth century 

•*Cf J. K. Galbraith, ’’Monopoly Power and Price Rigidities,” Quarterly Journal of 
Economics, Vol L (May, 1936), No 3, pp 456-475 

“ J M Clark remarks correctly with respect to the effects of the World War upon the 
United States (The Costs of the World War to the American People [New Haven, 1931], 
p 233) “In general the effect of the war upon agriculture was the reverse of its effect 
on the country as a whole, save that in both cases it meant more hard work during the 
emergency For the country as a whole it meant privation during the emergency and probably 
some partial recompense in the way of heightened prosperity afterward For agricul- 
ture It meant prosperity during the emergency and heightened privation afterward lliis 
difference in order of sequence is not an unimportant one” 
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V 

The disequilibrium of agriculture in relation to other industries in periods 
of price inflation and deflation is increased through the effect of fixed charges.*® 

In contrast to fixed and sunk costs, fixed charges, however, have no influence 
upon the elasticity of supply except indirectly. They may have an influence upon 
the elasticity of supply indirectly in so far as the existence of fixed charges 
affects the marginal utility of money to the entrepreneur, and in so far as 
increase or decrease in the personal efforts of the entrepreneur, resulting from 
a change in marginal utility of money, affects supply. Both conditions can be 
assumed to be fulfilled to a larger degree in agriculture than in other industries. 
How this may reduce elasticity of supply was mentioned above It is con- 
ceivable, however, that fixed charges have the opposite effect; that is, they in- 
crease elasticity of supply. If prices decrease, the existence of fixed charges 
may force the farmer to reduce cash expenditures for variable factors such as 
fertilizers, equipment, fuel, feed, and hired labor below the most profitable in- 
put level if he has no reserves, no credit, no way to liquidate assets economically, 
and no opportunity for equally attractive employment elsewhere If prices in- 
crease, the pressure of fixed charges is relieved and the farmer is free to use 
variable cost factors until marginal costs are equal to marginal revenue Be- 
cause of these two opposite effects of fixed charges, their net effect upon the 
elasticity of supply needs careful study before conclusions can be drawn 

Fixed charges are more important during price inflation and deflation through 
their direct effects upon income distribution than through their indirect effects 
upon elasticity of supply It is here that differences in their effects between 
agriculture and other industries appear Fixed charges are generally more prev- 
alent in agriculture than in other industries and influence, therefore, income dis- 
tribution in favor of agriculture during price inflation and to the detriment 
of agriculture during price deflation. 

There are several reasons for the relatively greater importance of fixed 
charges in agriculture First, there are differences between agriculture and other 
industries in the way in which outside funds are obtained In agriculture outside 
money funds are always obtained in exchange for a fixed money claim to prin- 
cipal and interest, whereas industrial enterprises obtain a large proportion of 
outside funds in exchange for a share of the net income Second, mortgages 
with their greater legal obstacles against change play a larger role among fixed 
money claims in agriculture than in other industries Third, taxation of agri- 
culture IS to a larger extent than taxation of industry based on property taxes 
which do not vary with changes in prices as do taxes which are more important 
for industry like income, sales, and similar taxes. During periods of deflation, 
the basis of income and sales taxes is reduced and public expenditures usually 
increased through unemployment relief and, after a war, through interest and 
amortization of public debts. Property taxes cannot be reduced and may even 

“Fixed charges represent contractual obligations of an economic unit to make current 
payment regardless of the nature and origin of these payments Fixed costs, on the other 
hand, can be attributed to the manner of use of factors of production regardless of prop- 
erty and other rights, and regardless of whether money or other transactions are involved 
to secure their use. 
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have to be increased, as in the United States during the acute deflation between 
1920 and 1923.«" 

A special feature of fixed charges for the landowning farmer is the fact 
that interest burden tends to approach economic land rent. Besides the natural 
and institutional peculiarities of real estate, indebtedness is encouraged by the 
belief that existing land rent is something permanent or will even increase 
Debtors and creditors regard interest burdens as bearable as long as they corre- 
spond within a certain margin of safety to current land rent Often this safety 
margin is overstepped in anticipation of a rise in rents; so that fixed charges 
even under stable price conditions absorb total current land rent and often a 
part of the farmer*s current labor income If inflation sets in, current agricul- 
tural land rents rise particularly high because of the peculiarities in agricultural 
demand and supply discussed in the two previous sections. Debt and interest 
burden tends to rise correspondingly fast, facilitated by, and in turn facilitating, 
the rise m land values which accompanies rising land rents If deflation sets in, 
agricultural land rents fall particularly low for the reasons previously discussed 
It becomes impossible to meet interest charges Forced sales set in, necessitated 
by, and in turn accelerating, the decrease in land values which accompanies 
falling land rents It is in this downward spiral that the resistance to change of 
fixed charges leads to a particularly painful redistribution of the national income 
to the detriment of landowning farmers Depending on their relative economic im- 
portance and political power this has led repeatedly in history to a breakdown 
of the whole credit and exchange structure of a country, to revolutions, and to 
civil wars For the economic position of individual farmers, fixed charges, par- 
ticularly interest charges, have been more important during periods of inflation 
and deflation than were location, nationality, farming system, land tenure, and 
size of farms. 

VI 

After having discussed the most important inherent peculiarities of agricul- 
ture in relation to price inflation and deflation, certain conclusions may now 
be drawn regarding the more probable influences of the present war upon 
agriculture, particularly upon the agriculture of the United States. 

There is no doubt but that inflationary, and later deflationary, tendencies in 
aggregate money incomes and prices will emanate from this war as from its 
predecessors after unemployed factors and abnormal stocks have been utilized 
On the other hand, there are many forces less effective before which will exer- 
cise a dampening influence regardless of the total amount of economic war 
effort — as yet small in comparison to the preceding struggle — ^which will be 
made First, in the belligerent and in many neutral countries the state has suc- 
ceeded right from the beginning in setting up such an elaborate system of 
direct and indirect controls over private consumption and production, that re- 
ductions and shifts of consumption and changes of production can be accom- 
plished with less fiscal credit inflation than before The same controls tend to 
minimize the importance of bottlenecks in production. Second, through per- 

Cf Index of farm real estate taxes per acre, published regularly m "The Agricultural 
Situation," Bureau of Agricultural Economics, U S Department of Agriculture. 
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fccted systems of foreign exchange regulations the state is able, in belligerent 
and neutral countries alike, to bring about desired changes in economic transac- 
tions with foreign countries with the least possible effect upon domestic and 
foreign price levels. But even if changes in domestic price levels occur they do 
not necessarily have outside influence because the balance of payments positions 
are now rigidly controlled Third, since the last World War external price levels 
have been to a large extent emancipated from the effect of increased interna- 
tional gold flows which will originate from the present war as they did in the 
past The gold policy of the United States is the major factor which, as yet, 
saves gold from formal demoneti2ation. Already, inflation or deflation of prices 
m terms of gold is economically much less important than before. 

Besides the probably smaller extent of price inflation, and, correspondingly, 
deflation, there are differences between the present and the previous war with 
respect to the effect of inflation upon agriculture. 

The slow and limited adaptation of costs and supply and the slow and pain- 
ful adjustment of fixed charges appear as the characteristics distinguishing ag- 
riculture from other industries during inflation and deflation. It follows that 
the degree of adaptation and adjustment reached by agriculture in the be- 
ginning of an inflation period must be of major importance. At the begin- 
ning of the first World War, internationally and in the United States, an 
approximate equilibrium within agriculture and between agriculture and other 
industries had been reached Adjustments in costs, supply, and fixed charges 
had been completed in the course of the severe agricultural depression during 
the deflation of the seventies, the eighties, and the first half of the nineties. 
Purchasing power of agricultural products was rising in terms of the finished 
goods and services farmers buy; land values were increasing moderately; and 
indebtedness was rising but interest burdens were not regarded as heavy in 
view of rising land rents Under such conditions inflation destroyed an equilib- 
rium Purchasing power of agricultural products in terms of goods and services 
farmers buy, land values, and fixed charges rose rapidly. However, this favora- 
ble position of agriculture was highly unstable. Subsequent deflation brought 
about a most severe agricultural depression. 

Today the situation is somewhat different. One may safely say that in world 
agriculture the largest part of necessary adjustments in costs, supply, and 
fixed charges was completed during the agricultural depression of the twenties 
and the thirties. But in individual countries some adjustments have still to be 
made The latter is true for the United States, where production adjustments 
within agriculture are still in progress, partly aided and partly impeded by gov- 
ernment action; where disparities in the price structure still exist; and where 
liquidation of fixed charges has not yet come to an end As examples of the 
first kind of disequilibria may be mentioned cotton, tobacco, and several tree 
fruits, for the second kind the price ratios between agricultural raw materials on 
the one hand and finished industrial products and services on the other; for 
the third kind the abnormally large holdings of agricultural real estate by 
banks, insurance companies, and public and semipublic agencies anxious to sell. 
Under such conditions the initial stages of price inflation may not cause insta- 
bility as the inflation of the World War did, but may be an aid towards sta- 
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bility. Thereafter, if inflation continues, the effects of the World War, the Civil 
War, and the Napoleonic Wars will be repeated 
One further difference between the present situation and that of 1914-18 is 
the greater knowledge available now of long-term trends in American agri- 
culture and their relation to war economics. Tlie World War only temporarily 
interrupted the decreasing trend of agricultural exports from the United States 
which for fundamental domestic and foreign reasons began during the first 
decade of the present century and was strengthened rather than weakened as 
the result of the aftereffects of the World War. It is conceivable that the pres- 
ent war will again increase the demand for agricultural exports This, however, 
IS by no means certain since the effective demands of the belligerents will 
probably be largely directed towards finished industrial goods Furthermore, 
every one of the three or four major possibilities of change in the political pat- 
tern of American agricultural export markets resulting from this war will ac- 
centuate the decreasing trend of agricultural exports in the postwar period. In 
view of the slow and painful adjustment in agriculture discussed in the pre- 
ceding pages, a great expansion of agricultural production to satisfy a temporary 
increase in export demands may eventually cost the farmer and the country more 
than the net value increased war exports This is likely even if payment 
actually is made through transfer of foreign funds, and if such transfer is made 
in a form not harmful to the American economy as a whole A merely temporary 
expansion of agricultural production for export would impede seriously agri- 
cultural and industrial reorganaation of the cotton belt, urgent changes of 
farming systems in the semi-arid portions of the wheat belt, conservation of to- 
bacco lands m the Atlantic states, and safeguarding the productivity of west- 
ern ranges through appropriate stocking and grazing methods One may say, 
therefore, that the present cautious policy of the United States Department 
of Agriculture which discourages abrupt production increases is justified not 
only for the present moment of uncertainty for which it is mainly conceived, 
but also for a longer period with a view to the international economic situa- 
tion which will arise when this struggle is ended 
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Papers were read at this round table by Joseph J. Spengler, on “Population 
Movements and Economic Equilibrium," by Otto Nathan, on “Population 
Movements and Cyclical Movements," and by O. E. Baker, on “Present-Day 
Population Trends and American Agriculture," and Morris A, Copeland, 
James G. Evans, and Alan R. Swee 2 y participated in the discussion Abstracts 
of both papers and remarks were submitted by those taking part. 

Joseph J. Spengler: This paper^ is concerned principally with the effects 
of the various population movements now in process in the United States 
upon the level of employment. Many writers who have discussed the economic 
and other implications of population movements in recent years have tended to 
emphasize too much and in an unduly alarmistic fashion the economic effects 
of demographic trends underway, they have emphasized some trends at the 
expense of others that call for more attention, and have tended to explain in 
demographic terms economic conditions which are attributable predominantly 
if not wholly to non-demographic factors. 

Population movements now in process probably exercise a greater influence 
today than formerly upon the amount of absolute and disguised unemployment 
in the American economy because of the greater specificity of factors of pro- 
duction today as compared with formerly. 

In the absence of counterbalancing non-demographic conditions prevailing 
demographic trends will conduce to economic disequilibrium, i e., to disguised 
or complete unemployment, if* (1) different segments of the population 
grow at different rates, or (2) changes in the rate of growth of the total 
population accelerate too markedly the rates at which the demands for given 
categories of labor shift in a negative direction. 

Intersegment differences in growth rates assume four principal forms in the 
United States today: (a) variations by occupational or social class; (b) varia- 
tions by race, (c) variations by geographical region, (d) variations by age 
group. Of these categories a and c appear to be most important at present. 
Categories a< of growth differentials contribute, individually and collectively, to 
structural as distinguished from cyclical disequilibrium; for, in consequence 
of these differentials, the relatively less productive (in per capita terms) por- 
tions of the occupational pyramid are being recruited relatively rapidly, and 
the populations residing in the lower-per-capita income sections of the United 
States are being swelled more rapidly by natural increase than those hving 
in the higher-per-capita income sections. A better national mter-occupational 
and interregional balance will develop in proportion as present differentials 
are reduced or reversed, education and training programs are adjusted to the 
counterbalancing of natural increase differentials, and new mobile nonhuman 
economic resources are distributed geographically in different proportions than 
in the recent past. 

The thesis of Carter Goodrich and his co-workers relative to migratory 

‘ To be published in full in the Journal of Political Economy 
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movements and the distribution of economic opportunity appears to be based 
in part upon historical fatalism and requires to be re-examined critically by 
competent economists and geographers. 

Intersegment difference d — ^variations by age group — is a temporary phe- 
nomenon in so far as it may be a contributing source of unemployment. Even 
at present, in view of the fact that a given occupational group will dimmish 
m the absence of recruits at a rate in excess of 2 per cent per year, difference d 
is a source of unemployment only because of the inadequate organization of the 
various institutions whose function it is to distribute among employments the 
new annual increments of as yet unspecialized workers. 

Turning to '‘2’* we find the argument that a decline in the rate of popula- 
tion growth (or the introduction of a zero or sub-zero rate of population 
growth) tends to augment the relative amount of unemployment to be founded 
upon the following suppositions (a) a decline in population will reduce the 
rate of investment and worsen entrepreneurial expectations; (b) as a result of 
the decline in the rate of investment unemployment develops in the durable 
goods industries and spreads to the non-durable goods industries. This general 
line of argument is partly valid only under certain circumstances, it does not 
appear to be completely valid under any circumstances, given such factual in- 
formation as we possess This line of argument is more or less important and 
significant in proportion as the American economy is less or more flexible. 

As matters stand at present the problems issuing out of the differences de- 
scribed under 'T'" appear to be of greater national import than those issuing 
out of the situation described under "2 

Otto Nathan: The relationship between population movements and the 
economic development has been given a great deal of attention in the last few 
years. The question has been raised whether the failure of the American econ- 
omy to enjoy full recovery since 1929 is not, at least partly, a result of the 
decline in the rate of population growth. It has been felt that the decline in 
the birth rate and the decline in immigration are to a certain degree responsible 
for the large-scale unemployment that has characterized the economic develop- 
ment in this country in the last ten years. It has been felt that the declining rate 
of population growth has adversely affected the demand for new capital It is 
believed that the American economy might face, in the years to come, difficul- 
ties similar to those in the recent past if the rate of savings and the rate of 
voluntary investments do not change fundamentally. 

In analyzing the relationship between population movements and the eco- 
nomic development a distinction should be made between the secular trend 
and the business cycle proper. One of the factors constituting the secular or 
long-term development is the population movement itself. The factors other 
than the population movement affect changes in population as changes in pop- 
ulation affect the other factors. The secular trend will, therefore, be entirely 
different under a declining population from what it would be under a station- 
ary or an increasing population. However, a change in the secular trend be- 
cause of a declining population does not necessarily mean a change in the rate 
of growth per capita or even a contraction in the economy The rate of growth 
can continue to increase if it has increased before when &e factors responsible 
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for that increase continue to operate; in other words, when new investments in 
productive capacity exceeding the obsolescence therein will not cease. It is ob- 
vious, however, that a sharp decline in popiJation growth such as has occurred 
in the last decade will necessarily curtail the size of new investments Hence 
it will lead to painful adjustments In the end, changes in the structure of the 
economy will result from a drastic dechne in the rate of population growth or 
from a decline of the population. The demand for certain consumers* com- 
modities and indirectly for capital goods will be reduced, a contraction within 
certain industries will follow — ^with many complicated consequences upon the 
propensity to consume, the marginal productivity of capital, the demand sched- 
ule for certain commodities, the mobility of labor, the banking system, etc. 
The difficulties resulting from those disturbances will be enhanced by the in- 
evitable change in the age distribution of the population that occurs simulta- 
neously 

In order to gauge the significance of population movements for the business 
cycle Itself, it is necessary to raise the question whether the increasing popula- 
tion during the nineteenth century was one of the prime causes of the increase 
in national income or whether the increase in national income, the result of 
expansionist investments, made the large increase in population possible. In 
other words* whether the exploitation of new inventions and of technological 
developments and the opening up of new territories are to a higher degree ini- 
tiating factors in the development of the secular trend than the population 
movement proper. The statistical material available, particularly the work of Pro- 
fessor Harry Jerome, indicates that during the nineteenth century the large 
waves of immigration followed, and not preceded, upward waves in business. 
There was, according to Professor Jerome, a '’pronounced tendency for cyclical 
fluctuations in immigration to, and in emigration from, the United States to be 
determined primarily by cyclical fluctuations in industrial activity in this country.’* 

This statistical evidence is supported by theoretical analysis. More people 
certainly constitute potential additional demand, but also additional man power 
that seeks employment The new demand will not become effective unless the 
national income has risen before. Its rise depends to a very great extent on an 
increase in new investments. An increase in population does not necessarily 
mean an increase in national income as, on the other hand, a decline in popula- 
tion does not mean a decline in national income It does not seem that the mere 
existence of more people would stimulate new investments in additional apart- 
ment houses and additional productive capacity for consumers* commodities to 
any considerable extent. And only if the number of unemployed absorbed by 
these new investments would be larger than the number of people added to 
the population, would unemployment be reduced. 

The pressure upon wages, because of the larger supply of labor does not, 
under a system of imperfect competition, increase the rate of profits to such an 
extent that entrepreneurial initiative for new investments of any significance 
would be forthcoming. And only if the increase in purchasing power because 
of these investments is larger than the decline in purchasing because of the 
decline in wages, would unemployment be reduced. 

Moreover, the bidding up of rents and prices which would increase the mar- 
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ginal productivity of capital, and which, therefore, would facilitate new invest- 
ments, will not occur until the additional people spend new income which is 
not merely a result of redistribution of previous national income but which is 
the outcome of an increase in total national income The increase in national in- 
come must be so great that the national income per head of the larger popula- 
tion will not decline It is true that such an increase in national income can also 
take place because of an increase in the productions of consumers goods and 
services. It is, however, very doubtful that an increase in the production of 
consumers goods and services on a proportionate level will have much signifi- 
cance as an initiating cause There remains the possibility that increases in pop- 
ulation affect entrepreneurial initiative because of their psychological influence 
upon the entrepreneur. In other words, that entrepreneurs decide to make new 
investments for housing or for the increase of productive capacity in consumers 
goods industries long before the national income has actually risen merely be- 
cause of the expectation of an increase in consumers* purchasing power I do not 
believe that such a psychological influence is very powerful. If a recovery or a 
boom movement is progressing anyhow, psychological influences might accentu- 
ate the development They may originate from a whole host of causes of which 
changes in population constitute only one. 

It would appear from this analysis that the decline in population growth in 
the United States during the last decade was to a large extent the result of a 
decline in expansion but that the decline in expansion was not the outcome of 
the decline in population. The decline in our population growth resulted chiefly 
from changes in our immigration policy which we would not have initiated had 
the large demand for labor, the result of expansion which has characterized our 
development for a century, continued to exist. The painful readjustments in 
the structure of the economy because of a decline in population growth will 
doubtless have an effect on the business cycle, for the secular trend and the 
business cycle are not two independent variables. But there is no reason to 
assume that once these structural adjustments have been completed, the busi- 
ness cycle, under a stationary population, would not present the same aspects 
that have characterized it before If the forces of expansion, either of a deepen- 
ing or of a widening character, will become powerful again, with or without 
purposeful stimulation, the booms can be as large as they have been before 
and the depressions do not need to be any more protracted than they have been 
in the past. 

O E. Baker The developments of the past decade indicate to me the need 
to reconsider some of the assumptions underlying the economic ideas prevalent 
during the past century and a half It has been assumed (1) that the cities 
would continue to grow and work would be available for rural youth not needed 
in agricultural production on the farm; (2) that migration of rural youth to the 
cities resulted not only in improving their material well-being but also con- 
tributed to the national welfare, because of the increased production of goods 
and services; and (3) that the farm family should concentrate its efforts on agri- 
cultural production, selling most of the farm products and buying Vith the 
proceeds the various goods and services the family needed. It has been assumed, 
furthermore, that this division or specialization of labor resulted in a larger 
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national production and, therefore, a higher level of living for a large majority 
of the people. 

Each of these assumptions were generally valid, in my opinion, until about 
1930; but they are now only partially valid, it seems to me; and if present trends 
continue, they appear likely to become less and less valid with the passage of 
time. 

Let us consider these three assumptions in turn, in the light of present con- 
ditions: 

1. Decline in Urban Growth and in Opportunity for Rural Youth. Relative 
to the growth of the cities and urban opportunity for farm youth: The birth 
rate has declined so rapidly in the cities tiiat 10 adults in the large cities (those 
over 100,000 population) are now raising only about 7 children and in the 
smaller cities, 8 or 9 children, varying generally with the size of the city. 
Should the birth rate fall no farther in the large aties, the 7 children, when 
they grow up, would in turn have only 5 children, the 5 only 3Vi. In a century 
births would fall to about one third their present number, and a few decades 
later population would decline in similar degree, unless there were accessions 
from outside. In several of the large cities deaths now exceed births, and the 
number of such cities will doubtless increase. These cities are now dependent 
upon migration from the farms and villages, or from other cities, for the main- 
tenance of their population For the nation as a whole, the 1940 Census will re- 
veal probably about the same rate of population growth since 1930 in the cities 
as in the villages or on the farms — ^about 7 per cent. This may be compared with 
27 per cent inaease in the urban population from 1920 to 1930. 

Nor IS aggregate per capita consumption, at least of foodstuffs, increasing. 
The per capita consumption of cereals has dechned, apparently, more than 100 
pounds, or fully one third, since the beginning of the century, doubtless owing 
in large part to an increasmg proportion of the population in sedentary occupa- 
tions, to the automobile, to styles among women, and to other factors. Per capita 
consumption of sugar has increased perhaps 40 pounds, of milk materially, 
and of green vegetables notably; but per capita consumption of meat has de- 
chned. Totahng all foods on the basis of either farm or retail prices, or of 
calories, there has been a significant dechne. Although a third of the people of 
the nation are *hll-fed, ill-clothed, and ill-housed," the dechne in per capita 
consumption of foodstuffs, even prior to the economic depression, suggests that 
we cannot look forward to an increase with any confidence. 

Nor can we look forward with confidence to resumption in any great magni- 
tude of migration to our cities from foreign countries. 

We should also note the greatly reduced migration from farms. The eco- 
nomic depression and retarded urban growth, with extensive unemployment, 
has greatly reduced the migration from farms. As compared with a migration 
from farms exceeding 2,000,000 each year from 1922 to 1929 mclusive, with 
a return movement to farms averaging about 1,300,000 a year, it appears that 
in 1931, the first year of the economic depression, the movement from and to 
farms almost balanced, and that m 1932 there was a net migration to farms 
of 260,000. Since 1932, the yearly net migration from farms has been about 
half that in the predepression decade; and youth, both boys and girls, unable 
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to obtain employment in the cities, have been backing up on farms at a rate of 
about 400,000 a year. The Census of 1935 reported more than 4,000,000 
unpaid family workers on farms, while in 1930 only 1,660,000 were reported. 
Owing to changes in date of enumeration and in form of question, the compari- 
son cannot be precise, but the magnitude of the increase is significant 

The number of farms increased about 500,000 between 1930 and 1935, re- 
versing the trend of the previous decade, but the number of people living on 
farms in 1935 who had not been living on farms in 1930 was about 2,000,000. 
Many, perhaps most, of these new farms were established by these **back-to- 
the-landers,'* and were the result, in large part, of the dividing up of farms in 
areas where the farms were already very small, notably in the Southern Appala- 
chian region, the Ozark-Ouachita area, southern New England, and the upper 
Great Lakes cutover lands. The increase was slight in the Corn Belt and the 
Great Plains where the farms are much larger, more mechanized, more com- 
mercial, more costly, and in general more productive. It appears wholly pos- 
sible, if not probable, that a declining national population may be associated 
with heavy population pressure on the land in regions of high birth rates, 
which are generally regions of poor soils 

In the farm population of the nation at the present time, 10 adults are 
raising not 7 children, as in the cities, but 14 children. Should this reproduction 
rate continue, the farm population would increase 2^ -fold m a century, pro- 
vided there was no migration from the farms. Of course, the reproduction rate 
undoubtedly will dechne, but if the decline is as rapid as from 1920 to 1930, 
It will be a third of a century before it reaches unity, and another third before 
It results in a declining population. 

If there should be in the future half as great net migration from farms in 
each five-year age group as during the predepression decade, 1920-29 — and 
half is considerably above the rate during the last decade, 1930-39 — assuming 
also certain further declines in the reproduction rate, the farm population would 
increase about 2,400,000 between 1940 and 1950 and by alxjut 2,200,000 
more between 1950 and I960 (See Table I ) Nearly all this increase would 
be people of productive ages, 20 to 65. In other words, the increase in farm 
people in the productive age groups, and, presumably, in number of farms, 
would be almost as great in the next ten years as in the last ten years, and 
almost as great again between 1950 and I960 The increase in farm population 
of productive ages would be 23 per cent between 1940 and I960. Most of 
this increase would occur in the South 

The number of farm youth who are now obtaining farms probably varies 
in different states from one fourth to three fourths of all farm youth, the 
smaller percentage being in parts of the South The other farm youth are facing 
the alternatives of becoming farm laborers, often on the home farm without 
caih payments, and, occasionally, tenants, or of seeking a more or less pre- 
carious livelihood in the cities. A large proportion of these farm youth are not 
trained for any skilled city occupation and must seek employment as unskilled or 
semiskilled laborers. Since machmc power is replacing human muscle, and since 
most aties are growing only slowly now and some are declining in population, 
the need for unskilled or semiskilled labor is not as great as it was. 
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The street railroads have been built, the telephone systems and other public 
services installed, while the number of people employed in manufacture of 
automobiles has increased very little for a decade and is unlikely to increase 
greatly in the future It seems likely that in most cities the number of new 
skyscrapers and factories to be erected will be fewer after the war demand 
ceases The principal urban occupational increases in the future probably will 
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occur in the services — professional, personal, clerical, etc, particularly those 
connected with the government And if employment in the government in- 
creases, taxes will tend to increase and real estate values to decrease. 

Only about 110,000 farmers are dying each year, releasing a similar number 
of farms, and possibly as many more are retiring or leaving for other occupa- 
tions, whereas nearly 400,000 farm youth are reaching maturity each year. The 
number of youth in the nation is at the crest of the wave — ^youth bom in the 
peak years 1921 and 1924, whereas employment is just passing out of the 
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trough of economic depression. Remunerative work, the economic foundation 
of a family and of a feeling of self-respect, for the 200,000 frustrated farm boys 
not need^ in farming constitutes, in my opimon, the most urgent agricul- 
tural problem, if not national problem, of today. 

That wonderful era of rapid increase of population, of the flowenng of the 
spirit of freedom and individual initiative, of agricultural expansion, of ex- 
ploitation of the virgin soils and rich mineral resources of a continent, with 
the speculation inevitably associated with such exploitation, of unprecedented 
mdustrial and commercial development, of growth of cities, concentration of 
wealth, and rise of urban culture, is drawing to a close. The new era we are 
entering, judging from present trends, will be characteri2ed by a search for 
economic security and stability, and by a drift from emphasis on freedom and 
individual initiative, associated with dependence on the family and occasionally 
on the church or lodge, to extensive dependence upon the state. No other 
agency, seemingly, has the power to cope with the conditions that are develop- 
ing. 

2. Migration Promotes Individual and National Well-Being. Let us now 
turn to the assumption that migration of youth to the cities improves their 
material well-being Prior to the depression, this was in general true, I believe. 
But the frequency of unemployment and the inadequate food consumption of 
the low income groups in the cities indicates to me that many, if not most, of 
the farm youth are now better off on the land. Dr. Stiebeling, of the Bureau of 
Home Economics, estimates on the basis of the recent Consumers’ Purchase 
Survey that at least one third of the people in the cities do not have enough 
good food to eat to maintain a high level of health.^ Among the village people 
the proportion is even larger. The best food supply is found among the farm- 
ing people. This is true in the South as well as the North, the East as well as 
the West. 

We are becoming accustomed to measure level of living in terms of what 
the census calls facihties — radio, telephone, automobile, electric light, water 
piped into house — in large part, perhaps, because the census supplies the data. 
These are important, but more important are food and shelter, perhaps also 
those things without price, such as pure air and sunshine. Measured by these 
criteria, so essential to health and to durable satisfactions, the farming people 
have the highest level of living of any large group of people in the United 
States, except in parts of the South. 

I believe, therefore, that it is now open to question whether most farm 
youth moving to the cities, even if they find employment, improve their ma- 
terial well-being It is probably safe to say that half the people in the large 
cities today have little wealth left other than a secondhand automobile, some 
old furniture, and the clothes they wear. The youth who obtains employment 
m the cities will receive, in general, a higher monetary income than he would 
in farming, but will also face correspondingly higher expenses of hving; and 
if we had statistics, I surmise these would show that, in general, the brother who 
goes to the aty accumulates less wealth than the boy who remains on the farm. 
But in view of the approaching stationary national population, farming alone 

* U, S. Department of Agriculture Year Book, 1939, p 34 and pp. 303-308. 
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cannot support a 7 per cent increase per decade in number of farm families, 
without a decreasing production per worker in all likelihood, and a declining 
level of living. We come, therefore, to the third point, which I shall call the 
diversification, as contrasted with the division of labor. 

3. Dwerstficatton Versus Division of Labor, I am of the opinion that the 
increasing proportion of the gainfully employed engaged in distribution of 
commodities has become so large, and the process of distribution so expensive, 
that farm families would receive a larger real income if they produced rather 
than purchased some of the fabricated products they need Of the consumer’s 
dollar paid for food, the proportion received by the farmer has declined from 
58 cents twenty years ago to 40 cents in 1938.® It appears that as the proportion 
of the gainfully employed engaged in agriculture and in manufacturing has 
declined the proportion engaged in distribution and the services has increased; 
and the income of these classes has increased more or less correspondingly. 

Several years ago I spoke at the Agricultural College of Minnesota, and as 
I entered the hall I noticed a table on which the Department of Home Eco- 
nomics had on exhibit twenty or more kinds of breakfast food. Cream of 
Wheat was labeled 27 cents a pound, as I recall, Pillsbury’s Best (or whatever 
it was called) was marked 25 cents a pound, and nearly all other brands ranged 
from 20 to 30 cents a pound Beside these was a package of homemade break- 
fast food, ground in a $10 hand mill, or in a feed mill, which many farmers 
possess, and labeled 2 cents a pound. This home-ground food contained the 
germ of the wheat and was high, therefore, in Vitamin Bl, which is removed 
with the germ in commercial wheat flour This is the vitamin which, perhaps 
more than any other, is likely to be deficient in modern urban diets. 

Turning to the textiles, the advantages of home production are less marked. 
At Berea College, Kentucky, I found that the wage paid the students who were 
working their way through college by weaving woolen cloth varied from 15 to 20 
cents an hour. Around Boros, in Sweden, where I visited, a few of the 10,000 
farm women who have been supplied with hand-operated knitting machines 
for home use, the average pay per day, piecework, was 75 cents to $1.00 This 
seems small, but it meant apparently the difference between poverty and com- 
fort. These families lived in better houses than most families in the Corn Belt, 
and practically all had electric light and running water in the house and the 
other facilities of modern life. 

In Oslo, Norway, we visited the Norske Husflidsforening, an organization 
established by a professor in the University in 1897 to promote the develop- 
ment of home industry It now occupies a building five or six stories high that 
covers a large portion of a city block In this building I saw a staff of about a 
dozen designers at work and learned that several hundred thousand designs 
of rugs, curtains, linen cloths, furniture, pottery, and glassware had been pro- 
vided the members of the society scattered in the fishing villages as well as 
the farming areas of Norway We visited the dye room where wool and vege- 
table dyes had been gathered from all over the world. In the showrooms were 
excellent furniture, rugs, tapestries, glassware, pottery, and table linen. This 

• R O Been, AgrtcuUural Sttuation, Bureau of Agricultural Economics, February, 1939, 
p. 11 , October, 1939, p. 9. 
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organization has recently introduced into farm homes the most modem ma- 
chinery for the making of woodenware. 

This educational and sales agency is, in my opinion, the kind of an organiza- 
tion for the promotion of home industry that we need in the United States. For, 
apparently, the most difficult problem in the development of home industry 
having products for sale is not production but distribution. 

In conclusion, may I note that if migration of rural youth to the cities should 
be resumed in predepression magnitude, it would increase the proportion of 
the nation's population having a low birth rate and decrease that having a high 
birth rate. Thus it would tend to hasten the decline in the nation's population, 
thereby promoting a decline in the demand for farm products. It might tem- 
porarily relieve, but would by no means solve, the problem of agricultural 

prices. 

One less child per farm family and one more child per city family, if main- 
tained, would hold national population stationary, which is probably the most 
desirable condition, for one reason because it would result in the largest pro- 
portion of the population being in the productive-age groups But in view of 
the conditions of living and philosophy of life in the cities, the one more child 
appears extremely unlikely. Instead, a further decline appears probable At 
the same time, progress in agricultural technique will almost certainly continue. 
Farms in areas of level surface and fertile soils seem likely to become larger 

and farm population sparser, while in areas of hilly surface and poor soils, 

farms may become smaller and farm population denser The need for income 
supplemental to that from agriculture in these less productive regions is be- 
coming acute. 

I place my hope that modern occidental civilization can avoid the decline 
which has characterized all civilizations in the past in the development of an 
intermingled rural and urban culture In this "rurban" civilization the rural 
family, which is not only an institution for the reproduction of the race but 
also for the education of the child and the transmission of wealth and culture 
from generation to generation, will be retained; likewise the old virtues of 
hard work, thrift, and honesty. For the institution of the family and these 
virtues that have developed out of the experience of centuries are essential to 
the survival of a people 

The spread in prices between producer and consumer will be narrowed, and 
a larger proportion of the population engaged in basic production. The vil- 
lages will become more important and the cities less important than at present. 
There will be much home industry associated with agriculture, but with the 
electric motor generally providing the power. It will be a simpler civilization 
in all likelihood, and some of the things now considered necessities, automo- 
biles for example, may become luxuries But there will be more interest and 
better taste in art and architecture and, I hope, more time for communion with 
nature, more concern with the things of the spirit. For unless people have some- 
thing to live for, they perish. 

Some may say, history does not repeat itself, there is never a return to the 
"'old times." Yet this is occurring at present in agriculture, as it has time and 
again in the past — ^not exactly, of course, but in substance. Millions of people 
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are returning, of necessity, to a more or less self-sufficing system of farming. 
The great inaease m farms during the past decade has been m * 'self-sufficing” 
regions, and the evidence indicates to me that this is not a transitory condition.* 
Social scientists need, as I see it, to help salvage the good out of modem 
urban culture and unite it with the good in mral culture, in order that the im- 
mense material gams of modem civilization may not be largely lost. 

In the development of this new "mrban” civilization, the people of the 
United States are exceptionally fortunate relative to natural resources. In our 
nation there are about 2^ acres of arable land per person, as compared with 
acres in Russia, 1 acre in Germany, about ^ acre in China, and ^ acre in 
Japan. 

Even in the Southern Appalachians, the area of outstanding population pres- 
sure, this ratio of land to people is much higher than in many parts of the 
world The total area of the Southern Appalachians (south of Mason and 
Dixon’s line) is about the same as that of Japan, excluding Hokkaido, the area 
of arable land is nearly the same (15.000,000 acres), the water power is doubt- 
less greater in the Southern Appalachians, and the coal and iron resources vastly 
superior. Yet the Southern Appalachians support only 6,000,000 people, while 
Japan supports 60,000,000 This is a difference greatly exceeding the difference 
in standard of living 

But Japan has a rice culture, with terraces built during centuries, while the 
Southern Appalachians has a corn culture. Rice culture conserves, whereas corn 
culture facilitates erosion of hilly lands Morover, in most farmers’ gardens in 
Japan, I am told, there is a shrine to the ancestors The land is a holy heritage 
from the past to be handed down to the next generation undiminished in 
fertility and, if possible, with the fertility increased. And, aided by science, 
crop yields have increased greatly in Japan; whereas in the United States, 
despite scientific and technical progress, the governmental machinery for the 
promotion of agriculture, and the powerful influence of the agricultural press, 
the trend has been slowly downward for a quarter century We need something 
in our nation corresponding to those ancestral shrines in the gardens of Japan 

Morris A Copeland As I understand it, both Professor Spengler and 
Professor Nathan regard secular changes in birth and death rates for the total 
population as having less significance for general business conditions than the 
secular stagnation hypothesis would indicate. They question the tendency to 

* "The decade of depression, 1929 to 1939, closes with production at a new all time peak, 
but there are still more than 9,000,000 unemployed Estimated production in December 
is at index 128, compared to the previous all time peak of 125 in 1929, and production in 
the last quarter has equalled the highest quarter in 1929 Nevertheless recovery of pro- 
duction has not been enough to put the unemployed to work 

"In October, 1929, the Federal Reserve ^ard adjusted index of industrial production 
stood at 118, and there were 47,000,000 persons at work in the United States, with only 
1,000,000 unemployed, ten years later, in October, 1939, the production index stood at 120, 
and there were 44,000,000 at work and 9,000,000 unemployed In these ten years, 
machinery and laborsaving devices had replaced 3,000,000 workers While these 3,000,000 
jobs were eliminated, 5,000,000 new workers were added to our working population, mak- 
ing a total 8,000,000 for whom jobs are needed These 8,000,000 new job seekers, added 
to the 1,000,000 unemployed in October, 1929, make up our present army of 9,000,000 
unemployed " — Monthly Survey of Business of the American Federation of Labor, Novem- 
ber-Decembef, 1939, p. 1. 
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secular stagnation and emphasize the importance for business trends of non- 
demographic factors such as technological change, the opening up of new 
territories, and improvements in the standard of living It appears to be implied 
in both of their papers that it is not unhkely that business will be substantially 
better in the decade of the forties than it was in the decade of the thirties. So 
much for crude birth and death rates for the total population. The situation with 
respect to rate differentials stands in contrast. Dr. Baker calls attention to the 
fact that the relatively high birth rate in rural areas tends to aggravate the 
oversupply of farmers. And Professor Spengler, in urging that differentials in 
birth rates are more important than secular changes in the total birth rate, 
finds in this rural-urban differential the chief illustration of his thesis. 

While I agree with the conclusion reached by Professors Spengler and Nathan 
respecting the relation of population to general business conditions, I question 
the process by which they have reached this conclusion. To me they seem to 
have accepted too many of the Keynesian premises. It would not be possible 
here to consider in detail the intricate theoretical issue which this disagreement 
involves. Instead, I wish to suggest the need for empirical tests of the various 
hypotheses regarding population and general business conditions. There is 
need to compare (a) the business situation in the 1930*s with that in preceding 
decades and (b) the concomitant and antecedent circumstances for the various 
decades in respect to technological change, in respect to the opening up of 
new areas, and in respect to improvements in the standard of hving, as well as in 
respect to the secular trends of birth and death rates 

With respect to the opening up of new areas during the nineteenth century 
and the passing of the frontier toward its close, it may be unnecessary to expect 
further empirical citation Attention is called, however, to the fact that the 
frontier passed too long ago for this fact alone to account for a prolonged 
depression after 1929 Incidentally, I should like to suggest that the different 
position which this country occupies in the world economy is an important one 
to take into account in explaining secular trends in the characteristics of the 
business cycle which make depression a more difficult social problem It is no 
longer possible to obey the injunction, *‘Go West, young man’* — ^to meet a de- 
pression situation by withdrawing from the price economy On the contrary, 
the opening of new areas and previously unworked resources in other parts 
of the world tends to aggravate our business troubles. 

Professors Nathan and Spendler have also suggested as factors affecting the 
secular trend of characteristics of the business cycle both technological changes 
and improvements in the standard of living I do not recall that either has 
introduced evidence to show that, during and immediately preceding the thirties 
technological change was less encouraging to business prosperity than it had 
been in the case of previous decades Neither do I recall that either of them 
has introduced evidence to show that improvement in the standard of living 
was less encouraging to business prosperity in the thirties 

One further comment on the empirical aspect of the argument seems called 
for — one having to do with the business situation itself. While I do not wish 
to question the length and severity of depression during the thirties, I do 
suggest that this is not the first time long and severe depressions have given rise 
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to a hypothesis of secular stagnation. Thus, Veblen in his The Theory of Busi- 
ness Enterprise,^ written just after the turn of the century, regarded "chronic 
depression" as the normal condition of business "under the fully developed 
regime of the machine mdustry 

In considering the theory of secular stagnation, one need not question the 
basic Keynesian hypothesis to raise a very crucial question regarding the de- 
clining rate of population growth as a factor making for business depression. 
After the manner of the familiar distinction between desire and effective de- 
mand, we may distinguish between total population and effective population. 
If we have ten million unemployed, these ten million and their potential de- 
pendents are not part of the effective population. Hence, the possible growth of 
our effective population is substantially greater than is the possible growth of 
total population. So far as business conditions are concerned, we may appropri- 
ately ask, "Why cannot the economy grow by absorbing the unemployed as well 
as by absorbing the new born or those newly arrived from abroad ?" If we are to 
avoid confusion and error, the secular stagnation theory should be stated in terms 
of the declining rate of growth of the effective population. 

If the outlook for the 1940’s may be correctly inferred from the papers by 
Professor Spengler and Professor Nathan, we should, I believe, take note that 
this inference has an important bearing on the problem which Dr. Baker has 
so graphically portrayed. If the inference is well founded, the acute problem 
of urban placement of an excess rural population takes on a short-run rather 
than a long-run character. 

James G, Evans: I shall confine my remarks to an examination of some 
of the broad implications for social policy that seem to be inherent m the 
papers presented by Professor Spengler and Dr. Baker Professor Spengler's 
paper presents a remarkably thorough analysis of population movements as both 
conditioning and dynamic elements in the contemporary economy. Most out- 
standing IS his use of the concept of economic equilibrium to picture the ideal 
situation with respect to the economic use of human and other resources, and 
the development of what may be called a concept of social equilibrium to show 
the nature of the economic problems that arise out of demographic conditions 
and demographic change. These concepts are largely independent of the insti- 
tutional framework and therefore provide criteria for judging the effectiveness 
of Its operation with respect to demographic factors and also the criteria which 
serve as a basis for social policy. 

Variation in the rates at which different segments of the population grow 
as well as changes in the rate of total population growth are considered pos- 
sible sources of disequilibrium. Serious problems in education and in popula- 
tion distribution arise when low income groups or regions of low productivity 
furnish a disproportionate or even a proportionate share of population replace- 
ment and growth. Such demographic conditions influence the division of in- 
come and the social background of the young; they invariably necessitate read- 
justment of the institutional framework, if disequilibrium is to be avoided. Of 
course it is impossible to diagnose these problems and prescribe a solution for 

®Thorstein Veblen, The Theory of Business Enterprise (New York, 1904), pp. 184, 
212-234, 251-253, 264. 
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them without an understanding of the kind of civilization we are trying to 
build in the United States Although the details are lacking, both Professor 
Spengler*s paper and that of Dr Baker infer the existence of unattained social 
objectives as the stimulus to social readjustment. 

The problems created by the relatively rapid growth of rural population, 
especially in the Southeast, accompanied by a failure to expand economic oppor- 
tunity in urban industries, are effectively presented by Dr. Baker. Pending a 
more effective social control over the national economy, a greater self-sufficiency 
of farm families and of farm communities is by all means desirable as long 
as there is unused labor, merely as a means of minimizing poverty. The extent 
to which the use of electric motors will make small-scale production relatively 
efficient in many processes is not yet known, but it is doubtful whether such 
small-scale autarchy will provide family incomes comparable with those obtained 
through participation in larger-scale production processes. 

Both Professor Spengler and Dr. Baker exhibit a lack of faith in the opera- 
tion of automatic forces to remedy the disequilibrium which already exists or to 
prevent further disequilibrium as a consequence of demographic change. Pro- 
fessor Spengler takes the position that trends in population movement, such as 
urban or regional concentration, cannot be extrapolated to provide a basis for 
future economic and social policies He is to be commended for his doubts re- 
garding the conclusions of those studies which have largely ignored the imper- 
fection of our arrangements for attaining an economic location of various 
industries It is surely an established historical fact the geographic and free 
market factors have been neither the only, nor in many instances the most im- 
portant, determining elements in the location and growth of our urban com- 
munities. We must conclude that the disequilibrium which Dr. Baker de- 
scribes is also a consequence of our failure to satisfactorily adjust the institu- 
tional framework to demographic and other conditions. 

It is of course quite justifiable to assume a particular institutional setup, 
such as the present one, and speculate upon the consequences of variation in 
the rate of growth of different segments of the population or of the population 
as a whole But it is very difficult to be realistic in such an analysis because the 
exact degree in which the economy is self-adjusting cannot be readily dis- 
covered. Furthermore, the degree of self-adjustment varies with time and place 
and thus accurate generalizations have but a temporary applicability. Since the 
mstitutional structure has changed considerably in recent decades, it is doubtful 
whether historical data can throw much light jipon present capacity for self- 
adjustment. Whatever conclusions are reached relative to the automatic impact 
of population movements are in any case predestined by the degree of competi- 
tive enterprise and resource mobility that is assumed to exist. 

Actually the rules and procedures provided by the state to govern the per- 
formance of economic functions will determine the influence of the growth or 
lade of growth of the population as a whole upon the production and con- 
sumption of goods, upon the accumulation of capital, and upon the occupational 
structure. As Professor Spengler points out, a stationary or even a declining 
population need not result in unemployment either secular or cyclical. Indeed a 
greater accumulation of capital, more effiaent workers, and scientific advance 
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enable an increasing output per capita as population ceases to grow. When 
capital formation occurs at a more rapid rate than population growth, there 
will be, according to fundamental economic theory, a decline in the marginal 
productivity of capital and an increase in the marginal productivity of labor, if 
equilibrium with a full use of resources is attained. Professor Spengler recog- 
nizes this inherent necessity It seems to me, therefore, that the really pertinent 
problem arising from a declining rate of population growth and further capital 
accumulation is concerned with the nature of the institutional adjustments that 
are necessary to achieve and retain social equilibrium How can the economy be 
made to function satisfactorily while the rate of return on capital is declining 
and income is being distributed in such a manner as will permit the mass con- 
sumption that must accompany mass production^ 

Alan R. Sweezy: Laymen in particular have difficulty in accepting the 
proposition that the decline in the rate of population growth is closing an im- 
portant outlet for investment funds and hence contributing to the relative 
economic stagnation of the present time They want to know how this propo- 
sition can be reconciled with the existence of unemployment. If more people 
will provide an investment outlet why won't unemployed people do the same.? 

In spite of this apparent paradox I think the population investment argu- 
ment, carefully interpreted, is valid Three different ways in which population 
growth might affect investment must be distinguished. 

1 Through its effect on the community’s division of its income between 
savings and consumption. As Professor Spengler has pointed out, additional 
dependents reduce the margin available to a family for saving. The prac- 
tical importance of this factor is diminished, however, by the concentration 
of savings in the relatively few higher income families. 

2. Through its effect on the direction of consumer expenditure. Both Pro- 
fessor Hansen and Mr. Keynes have stressed the fact that population 
growth IS one of the main determinants of the demand for agricultural 
products and for housing accommodation and that these are two of '*the 
most highly capitalized services" in the economy. In the case of housing 
particularly it is not a matter of absolute need but rather of the intensity 
of demand necessary to make the field a profitable one for private in- 
vestment 

3 Through its effect on the supply of labor Dr. Nathan is quite right in 
pointing out that this is more a limiting than an initiating factor. The 
only way increasing labor supply could by itself initiate an increase in in- 
vestment would be through its effect in depressing wages. Under certain 
circumstances, e.g , 1920 in this country, wage reduction may be favorable 
to investment. In a situation where investment demand is generally weak, 
however, its effect is at best doubtful. 

Once an investment boom in underway, increase in the labor supply does have 
an important influence on investment. Wages rise more slowly than they would 
with a constant labor supply and numerous investment opportunities conse- 
quently can be exploited which would otherwise be unprofitable. The boom 
once started may be expected to last longer if the labor supply is increasing. 
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Over the past centuiy and a half technological change and territorial expansion 
have generally been the initiating factors but population growth through its 
eflFect on the labor supply has pushed back what would otherwise have been 
relatively narrow hmits to the field of profitable investment opportunity. 

Here, as so often, the economist's attempt to study one factor in strict isola- 
tion runs into insuperable difficulties. The foregoing remarks assume implicitly 
that population growth can be separated from technological change and terri- 
torial expansion. To a large extent such separation is impossible. Territorial ex- 
pansion, for instance, is, as Professor Hansen has pointed out, inseparable from 
population growth. And without territorial expansion and population growth 
some of the most important technological developments of the last century, the 
railroad for instance, would have been of relatively minor importance as in- 
vestment outlets. 



ROUND TABLE ON RECENT BOOKS ON CONSUMPTION 
Theodore N. Beckman, Chairman 

Until recently the field of consumption constituted a dark area in our economic 
thinking and writing. To be sure, much is to be found on the subject in Adam 
Smith's Wealth of Nations, but no special treatises have been written about the 
subject until the present century. 

During the 1920's much interest was exhibited in consumption and a full 
fledged consumer movement blossomed forth during the present decade. Such 
awakening of interest has resulted in the publication of a number of books deal- 
ing specifically with this subject. Most of these writings were published during 
the present decade, in fact, since 1935. 

Books in this field have come off the press so fast and points of view and 
methods of approach have varied so much that it was deemed proper to schedule 
a session of this type. For purposes of this session, six of the most recent books 
were chosen for review. They were treated in three groups. 

In the first group were included Consumption m Our Society, by Elizabeth 
Hoyt, and The Consumer and the Economic Order, by Warren C Waite and 
Ralph Cassady, Jr. These two books were reviewed by Dr. Hazel Kyrk Imme- 
diately after this paper was read, Professor Cassady made his reply. 

In the second group were included The Consumer-Buyer and the Market, by 
Jessie V. Coles, and Consumers and the Market, by Margaret G. Reid. These 
two books were reviewed by Professor Homer W. Widener. Following his 
presentation, the paper prepared by Professor Coles was read, in her absence, by 
Dr. Elinor Pancoast and Professor Margaret G. Reid also replied to Professor 
Widener. 

In the third group were included Economics for Consumers, by Leland J. 
Gordon, and Income and Consumption, by Roland S Vaile and Helen G. 
Canoyer. These two books were reviewed by Professor Willard E Atkins. Replies 
to the reviewers were made by Professor Gordon and Professor Vaile, respec- 
tively 

Inasmuch as the six books under consideration differ in a number of ways. 
It was to be expected that there would be some disagreement and criticism 
from the reviewers, but all expectations were exceeded by the extent of the 
criticism and the sharpness of the differences in point of view. However, the 
authors were, in some cases, no less vehement in their replies. All of this made 
the session a lively one and it is believed that a reading of the specific criticisms 
of ideas, points of view, assumptions, and conclusions should prove exceedingly 
valuable in appraising some of the most important recent literature on the 
subject of consumption. The complete papers presented by both reviewers and 
authors of the books reviewed will be published in a supplement to the 
Journal of Marketing, 



ROUND TABLE ON COST FUNCTIONS AND THEIR RELATION 
TO IMPERFECT COMPETITION 

Theodore O. Yntema, Chatrman 

At this round table papers were presented by J. M. Clark, ^ on ‘‘Some 
Speculations as to the Requirements of Workable as Distinct from Ideal Com- 
petition,*' by Joel Dean, on '‘Statistical Cost Curves in Various Industries,” 
and by Roswell H. Whitman, * on “Cost Functions in the Department Store.” 
The discussion was led by George J Stigler The following abstracts were 
prepared by the several speakers. 

J. M. Clark: Where one of the conditions of perfect competition is absent 
(as IS always the case) the presence of others may lead to greater rather than 
less imperfection Potential competition remains an important factor. So far 
as imperfect competition is governed by long-run curves of individual demand 
and cost, these are flatter than commonly represented and the imperfection of 
competition correspondingly less. As to short-run problems, industry with 
fluctuating demand requires prices in excess of short-run marginal cost, though 
still limited by competition. Favorable conditions appear to include a sloping 
individual-demand curve and some uncertainty whether a reduction of price 
will be quickly met 

With standardi2ed products, a chaotic market tends toward cutthroat com- 
petition Oligopoly with a standard product is limited by its one-way action, 
by the chance to gam good will or large orders through initiating a price re- 
duction, by the personal equations of producers, and by some intermittent 
“chiseling.” A special case, not wholly impossible, is that of a standard 
product, sloping individual-demand curve, and some uncertainty as to the 
meeting of price reductions While extreme cases of quality differentials ap- 
proach monopoly, more moderate cases afford the conditions of fairly healthy 
and workable imperfect competition This class of cases may be increased in 
the future by the further development of closer substitutes for existing products, 
together with better knowledge of qualities and specifications on the part of 
buyers. 

Joel Dean- This paper presented provisional findings of an investigation 
designed to determine empirically the patterns of short-run and long-run cost 
behavior of individual enterprises in a variety of industries. Six case studies of 
short-run cost were summarized. 

To observe the effects upon cost of variation in rate of plant utilization, 
firms and observation periods were selected that displayed great variability of 
output while eliminating or minimizing changes in scale, technology, propor- 
tion and quality of products, and price-motivated input substitution. When 
necessary, an index of output was constructed Heterogeneous products were 
combined by weighting each according to its deflated standard cost. 

Recorded components of combined cost were individually rectified for 
changes in prices of materials and services, for errors in accounting allocation, 

* To be published in full in the June issue of the American Economic Review, 

* To be published in Econometrica, 
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and for discrepancies between the time of recording output and the costs that 
contributed to it. 

Multiple correlation analysis was used to determine the relationship between 
these corrected cost elements (mdividually and in combination) and output, 
while holding constant at their means other significant cost influences peculiar 
to each enterprise. The character of the resulting cost functions was validated 
by critical ratio tests, by variance analysis, and by mdependent analysis of cost 
and output first diflFerences. 

Typical multiple correlation results for a leather belt shop, three department- 
store departments, a hosiery mill, and a furniture factory were shown by a 
series of slides Partial regressions of cost on output and on other operating 
factors were displayed, together with total, average, and marginal statistical 
cost curves for combined cost and its components 

Theoretical analysis usually posits rising marginal cost over the relevant 
output range, yet no instance of rising marginal cost within the range of actual 
operation was found. It appears likely, however, that marginal cost will rise 
beyond this observed range as the limit of physical capacity is reached 

Possible explanations are multiple battery plants, plants designed for mini- 
mum cost near physical capacity, and technological, conventional, or market 
restraints on cost '’forcing’* of output. 

Roswell H. Whitman. Cost behavior for department stores is complex^ 
Its study is hampered by problems of determining a measure of output. The 
data used for the present paper were weekly costs and output Output was cor- 
rected for nonhomogeneity both by a multiple regression equation and by creat- 
ing an index with average cost weights. 

The cost functions presented included: 

1 The relation of delivery mileage cost to packages delivered. The marginal 
cost IS a decreasing function of output. 

2. The relation of salesclerk costs to the number of transactions This may 
be a decreasing, constant, or increasing function of output, depending on the 
organization of the selling department, the character of its pe^ business, and 
so forth. 

3. The total store variable cost function This function has constant marginal 
costs within the normal range of output, but high marginal costs at the peak This 
cost behavior is due to a relatively low efficiency as near capacity output is 
approached. 

While marginal costs are an increasing function of output, because of the 
seasonal fluctuation of business and the relatively small seasonal fluctuation in 
price, price is above marginal costs for most of the year. 

Though this indicates imperfect competition, it is not necessarily socially 
undesirable to have eleven month idle capacity to serve the public during the 
Qiristmas shopping season 

George J. Stigler: The statistical cost curves presented by Dean and 
Whitman seem somewhat in conflict with our expectations, based as they are 
in large part on the classic law of diminishing returns. In the cases of constant 
short-run marginal costs, undoubtedly the existence of a divisible plant (many 
similar machines, for instance) is an important explanation, as Dean suggests. 
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In addition, there are probably two biases in the statistical procedure which lead 
to the same result in the cases here presented: First, plants which had ex- 
perienced very wide fluctuations of output were selected, and these are pre- 
cisely the plants which would be built with a maximum of flexibility (so that 
the marginal cost curve would be relatively flat). Second, short-run alterations 
of plant, which usually cannot be eliminated on the basis of accounting records, 
lead to a speciously flat marginal cost curve The falling marginal cost curves 
are even more suspect ; they seem to be due to variations of product quality and 
to misallocation of costs as between fixed and variable. 

An alternative method of deriving costs curves deserves serious consideration : 
the construction of the production function. This method has its defects, not 
the least of which is that the economist must become a techmcian But there 
are important advantages to this alternative, we are released from dependence 
on accounting records, which are frequently unavailable and even more often 
unusable; and the statistical problems involved in time senes are largely 
avoided. 

I wish to raise only two questions with respect to Clark's very stimulating 
paper. First, I question the general importance of potential competition as a 
limitation on monopoly prices I would argue that (1) low prices per se will 
not discourage potential rivals, who may expect a quota, and (2) if such a 
quota IS refused, and the existing firms will not tolerate new rivals, there are 
cheaper methods of communicating this intention to potential rivals than by 
setting low prices. Second, I do not see why flat marginal cost curves (well 
below average costs throughout a considerable range of outputs) make pricing 
according to the competitive norm — ^marginal cost equals price — impossible. For 
there is demonstrably always such an amount of investment in an industry that, 
given the fluctuations in demand, the losses and profits will cancel over time Of 
course investment is frequently such as to make losses exceed profits if a 
competitive pricing policy is followed, but I would argue that this is due to 
price agreements, and that one cannot justify such agreements on grounds of 
their necessity to prevent losses because this is circular reasoning 

There ensued an active general discussion in which the speakers and many 
others among those present participated. 



MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD IN PHILADELPHIA, 
PENNSYLVANIA, DECEMBER 28 AND 29, 1939 

The first business meeting of the American Economic Association was held 
at 9:00 A m., December 28, 1939, in the Bellevue-Stratford Hotel, Philadelphia, 
Pennsylvania, President Viner presiding. 

The minutes of the meeting of December 30, 1938, were approved as 
printed in the Proceedings of the Fifty- first Annual Meeting, pages 250-251. 

The following reports were read and approved: 

1. The Secretary. (See page 405) 

2. The Managing Editor. (See page 410) 

3 The Treasurer. (See page 412) 

The President appointed Eliot Jones, of Stanford University, James E 
Moffat, of Indiana University, and Calvin B. Hoover, of Duke University, as 
a Committee on Resolutions. 

Adjourned 

The second business meeting of the American Economic Association was 
held at 9.00 a.m., December 29, 1939, in the Bellevue-Stratford Hotel, Phila- 
delphia, Pennsylvania, President Viner presiding 

The minutes of the December 28, 1939, meeting were read and approved. 

The following reports were read and approved. 

1 The Finance Committee (See page 4l4) 

2. The Auditor (See page 417) 

There was no report from the Joint Committee on Income Tax Statistics. 

J. M. Clark submitted a report summarizing the principal activities of the 
American Council of Learned Societies for the year 1939 Copies of this report 
were distributed to those interested and one is kept on file in our records. 

In submitting a summary of the annual report of the Social Science Research 
Council (see page 423), E G Nourse called attention to the desirability of 
more intimate knowledge on the part of our membership concerning the ac- 
tivities of the S S R C 

The following report of the Committee on Resolutions was read and ap- 
proved: 

Whereas, The members of the American Economic Association, meeting m its 
second annual session, December 27-29, 1939, at Philadelphia, Pennsylvania, desire to 
express their appreciation to those who have contributed to the success of the conference, 
therefore be it 

Resolved, That the Secretary be instructed to convey the thanks of the Association to 
Professors C A. Kulp and W N. Loucks and associates of the Committee on Local 
Arrangements for the excellent preparations made for the meeting and for the effective 
handling of the details ; and be it further 

Resolved, That we extend to the officers and Executive Committee of the Association, 
to those assisting President Viner in the preparation of the program, and to participants 
in the program our appreciation of their valuable services; and be it finally 

Resolved, That we extend to the management of the Bellevue-Stratford Hotel and of co- 
operating hotels our thanks for the facilities supplied and for their contribution to the 
success of the conference 

Eliot Jones, Chairman 
Calvin B Hoover 
J E. Moffat 
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The Secretary presented the certification of election: 


In accordance with the by-laws on election procedure, I hereby certify the results of 
the recent balloting, and present the reports of the Nominating Committee and the Com- 
mittee on Elections 

The Nommating Committee, consisting of Alvin H Hansen, Harvard University, 
chairman, Arthur R Burns, Columbia University, Frederick S Deibler, Northwestern 
University, Robert D. Calkms, University of California, Charles O Hardy, Brookings 
Institution, and Tipton R Snavely, University of Virginia, presented to the Secretary the 
following list of nominees for the respective offices 


For President 

Frederick C Mills 
John H Williams 

For Vice-Presidents 
James W Angell 
Morris A Copeland 
Calvin B Hoover 
Holbrook Working 


For Executive Committee 
J Douglas Brown 
Howard S Ellis 
Edward S Mason 
George W Stocking 

Representative to Social Science Research Council 
Herbert Feis 
Edwin G. Nourse 


The Committee on Elections prepared biographical sketches of the various candidates 
and ballots were distributed early in October The canvass of the ballots was made on 
November 11, 1939, and the results were filed with the Secretary 

From the report of the Committee on Elections I have the following information 


Numbers of envelopes without names for identification 18 

Number received too late to count 39 

Number of defective ballots 1 

Number of legal ballots 1,277 


Number of returns from the mail ballot 1,335 

On the basis of the canvass of the votes cast, I certify that the following persons have 
been duly elected to the respective offices 

President (for term of one year) 

Frederick C Mills 

Vice-Presidents (for term of one year) 

James W Angell 
Calvin B Hoover 


Members of the Executive Committee (for term of three years) 
J Douglas Brown 
George W. Stocking 


Representative to the Social Science Research Council (for term of three years) 
Edwin G Nourse 


James Washington Bell, Secretary 


Adjourned. 



REPORT OF THE SECRETARY OF THE ASSOQATION FOR 
THE YEAR ENDING DECEMBER 13» 1939 

The following report includes the minutes of the meetings of the Executive 
Committee held during the year. 

1. Minutes of the second meeting of the 1939 Executive Committee: 

The second meeting of the 1939 Executive Committee was held at the Shelton Hotel, 
New York City, March 24 and 25, 1939 There were present President Viner, presiding, 
Miss Newcomer, and Messrs. Anderson, Bell, Dewey, Graham, Homan, Sprague, Wester- 
field, and Williams 

The minutes of December 30, 1938, published in the March, 1939, supplement of the 
Amertcan Economic Review, were read and approved as printed 
Communications concerning the meeting of the Institut International des Sciences 
Economiques were read and discussed No action was called for 
The relationship of the Association with regional groups was again discussed The 
Secretary was instructed to report the results of the special ballot inserted in the March, 
1939, number of the American Economic Review; and to consider Chicago as a favorable 
alternate meeting place in case New Orleans is not selected for 1940 
An invitation from President W C Mitchell for the Association to change its status 
From that of ''associated'’ to that of "affiliated” society of the American Association foi 
the Advancement of Science was submitted and discussed The Secretary was instructed to 
investigate the advantages and disadvantages involved in such an arrangement with the 
A. A A S and, jointly with the President, to submit a report at the December meeting 
Voted That each member of the Executive Committee submit to the Secretary names 
jf nominees for honorary membership in the Association — names and biographies to be 
:ollated and distributed for consideration at the December meeting 
The question of family memberships was again raised and discussed but no action was 
aken 

Styles and samples of engraved membership certificates were submitted by the Secretary 
or inspection 

The Secretary was instructed to carry on with the classification of membership, to have 
lew information cards printed, so as to keep up to date the information contained in the 
'who's who” handbook for new members coming in, and to plan for a revision along 
he present lines for 1940 

The inauguration of placement information service was discussed and it was voted tc 
innounce in the American Economic Review that applications for teaching positions and 
lescriptions of teaching vacancies would be solicited and published in the notes or a 
>ection devoted to the purpose in the Review, 

The question of permanent secretariat was reviewed but no further action was taken, 
President Viner reported that he would appoint the committee provided for in the minutes 
)f December 30, 1938, and present a plan at the December meeting 
The Treasurer reported briefly upon the Association's finances 

Voted To authorize the expenses of the members of the Nominating Committee meet 
ng in New York, March 25, 1939 

Voted To select December 27, 28, and 29 as the dates for the 1939 annual meeting 
Voted To authorize the expenditure of $200 for publicity of the annual meeting 
The rest of the meeting was devoted to the discussion of the program 

Adjourned 

2 Minutes of the third meeting of the 1939 Executive Committee: 

The third meeting of the 1939 Executive Committee was held at the Bellevue-Strat 
ord Hotel, Philadelphia, Pennsylvania, at 5 00 pm, December 28, 1939 There were 
present President Viner, presiding, and Messrs Anderson, Bell, Dewey, Graham, Homan, 
J^esterfield, and, by invitation, President-elect Mills 
Voted To approve the minutes of the March 24 and 25, 1939, meeting as read. 

The meeting of the Institut International des Sciences Economiques in Brussels, July 
L7 to 19, was reported by the Secretary The invitation from the Institut to participate 
n Its activities was laid on the table until such time after the war as might prompt a 
econsideration of this matter. 

Voted To lay on the table the question of changing our present status from that of 
'associated” to that of "afliliated” society of the American Association for the Advance 
nent of Science. 
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Voted: To authorize the President and the Secretary to draft a telegram conveying the 
greetmgs of the Executive G>mmittee, on behalf of the members of the Association, to 
F. W. Taussig on the occasion of his eightieth birthday 
Voted To approve the Managing Editor*s recommendation of the following appoint- 
ments to the E^torial Board, for a term of three years E A Kmcaid and H. M 
Groves. 

Adjourned 

3. Minutes of the first meeting of the 1940 Executive Committee: 

The first meeting of the 1940 Executive Committee was held at the Bellevue-Stratford 
Hotel, Philadelphia, Pennsylvania, at 12 00 M., December 29, 1939 There were present 
President Mills, presidmg, Miss Newcomer, and Messrs Anderson, Angell, Bell, Dewey, 
Goodrich, Graham, Hansen, Homan, Hoover, Viner, and Westerfield 
Voted To approve the minutes of the December 29, 1939, meeting as read 
The Secretary reported that copies of the surplus inventory of the Associations' publica- 
tions at the present time being disposed of were distributed abroad and that three free 
subscriptions were granted for 1939 and 1940 to Chinese libraries in need 
Exchange advertisements with the Southern Economic Journal and the Journal of Farm 
Economics were added to the list 

The proposal to hold type for leading articles m the American Economic Review so as 
to permit members to order reprints was found to involve the expense of storing, packing, 
and tying up type metal — more than the costs of reproducing by modem and improved 
means 

Voted To authorize the publication of the handbook for 1940 in the form of a simple 
directory, together with an appendix showing the geographical distribution of our mem 
bership The publication of a revision of the Who’s Who m the American Economic As’ 
sociation is to be postponed until a later date, when it is hoped that a reclassification of 
the fields of economics will be available for use The Editor’s and Secretary’s offices were 
instructed to make preliminary drafts of a reclassification of fields (used in the Review for 
classifying book reviews, abstracts of articles, and PhD dissertation lists) and report 
at the March meeting of the Executive Committee 
Voted To reappoint the present incumbents of the Finance Committee — Roy C Osgood, 
Charles C Wells, and James Washington Bell 
Voted To authorize the appointment of the Madison-Crawford National Bank of Chi- 
cago as a depository for the Association’s funds 
Voted To continue the present organization of the Secretary's office and to increase 
the salary of the Secretary-'Treasurer to $1,500, beginning January 1, 1940 
Voted To appropriate the sum of $200 for publicity purposes for the 1940 annual 
meeting 

Voted To authorize traveling expenses for the members of the nominating committee 
up to the amount of $350, the allocation to be made at the discretion of the President 
It was suggested that the Secretary publish in the Proceedings the mam papers, the 
abstracts of round table sessions, and, upon recommendation of the round table chairman 
and at his own discretion, a selection of round table papers within the limits of a reasonable 
size of the volume. Papers not accepted for the Proceedings are to be routed to the Editor 
of the American Econmic Review and, if not accepted, to be released for publication else- 
where 

Voted To reappoint Davis R Dewey as Editor of the American Economic Review for 
the year 1940 

Voted To instruct the Secretary (a) to schedule the balloting for the election of officers 
two months (November 1) instead of three before the end of the calendar year, (b) to 
notify all candidates of the results of the count when made (following December 1); 
and (c) announce the list of successful candidates at the annual business meeting 
Voted To reconsider our whole election procedure at the next meeting of the Executive 
Committee 

The Secretary reported the results of the ballot inserted in the March number of the 
Review regarding the selection of meeting place for the annual sessions of the Association 
Voted To hold the 1940 meeting at New Orleans, Louisiana, December 27 to 30 

Adjourned 

The secretary wishes to comment briefly on three matters of business affecting 
the general membership of the Association. 
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First, in the March number of the Review, a mail ballot was inserted, calling 
for an expression of opinion concerning the desirability of holding the annual 
meeting of the Association at stated intervals in the South and West and for a 
specific vote on the choice of New Orleans for 1940 and San Francisco for 
either 1944 or 1946, 

The results of the ballot were by no means conclusive, but they did reflect 
an interest, especially on the part of our members residmg in the South and 
West, in holding our meetings elsewhere than in the East and North Central 
areas. In view of the national character of the Assoaation, it was felt that 
we should recognize this demand or in some way co-ordinate the activities of 
regional economic associations with those of the national group. 

Second, in the September issue of the Review, an announcement was made 
in the section on ‘'Notes** (page 663) of the initiation of a new service to our 
members The service is to consist of a clearing of information, which should 
appeal to those who wish to make known their availability for teaching or other 
professional positions in the field of economics, and to administrative officials 
and others who are seeking to fill vacancies in this field 

In the December number (following page 932), twenty-four announcements 
were published of applicants for teaching positions No vacancies were reported. 

It is hoped that members and others will avail themselves of this information 
and take full advantage of the privilege of clearing inquiries afforded through 
this medium. 

Third, the biennial handbook of the Association, published in 1938, was 
changed in character from a simple directory to a descriptive Who^s Who in 
the American Economic Association, The information added in the enlarge- 
ment included: affiliation and rank or position of the members, academic de- 
grees, title of doctoral dissertation (with the data of publication), fields of 
specialization, research projects under way, and a sample of representative 
publications It was pointed out at the time that the volume was experimental 
and that its continuation in this form would depend upon is usefulness and 
acceptability to our membership. To the offices of the Secretary and the Editor, 
the volume has proved invaluable, and we plan to continue the collection of 
the specialized data referred to above for our files. However, the additional 
expense and effort involved in publishing a revised edition of the “who*s 
who'* cannot be justified on such narrow grounds. Unless this office feels some 
pressure from others, a simple directory of the conventional form will be issued 
in 1940. 

The Secretary's office edited the Proceedings of the Fifty- first Annual Meeting 
and carried on the regular business of the Association 

The following appointments were made by the President- 

Nominating Committee 

Alvin H. Hansen, Chairman 
Arthur R. Burns 
Frederick S. Deibler 
Robert D. Calkins 
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darks O. Hardy 
Tipton R, Snavely 
Committee on Elections 
Reuben Cahn, Chairman 
Frederick W. Mueller, Jr, 

James Washington Bell 
Auditor 

Arthur Andersen and Company 
Representative on Committee on Local Arrangements 
William N. Loucks 

Representative at the Inauguration of the President of the University of 
Texas 

George W. Stocking 

Representative at the Centenary of Duke University 
Dudley De Witt Carroll 

Representative at the Sesquicentennial Celebration of Georgetown 
University 
David A McCabe 

Representative at the Meeting of the American Academy of Political 
and Social Sciences 
Frank W. Fetter 

Representatives at the Centenary Celebration of the American Sta- 
tistical Association 
Davis R Dewey 
Emanuel A Goldenweiser 

Permission for the use of the mailing list was granted by the President and 
the Secretary to: 

General Motors Corporation 
Public Affairs Committee 
United States Department of Labor 
Princeton University Press 

The changes in the membership list that have taken place during the year 
ending December 13, 1939, are as follows: 

Total members and subscribers in December, 1938 4094 


Annual members in December, 1938 

Members removed m 1939 


2764 

Resigned 

40 


Lack of address 

10 


Nonpayment of dues 

• 81 


Died 

15 

146 



2618 

Members added in 1939 


288 

Total annual members in December, 1939 


2906 

Life members in December, 1938 

41 


Removed in 1939 

1 


Total life members m December, 1939 


40 
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Honorary members in December, 1938 

Added m 1939 

19 

1 


Total honorary members in December, 1939 


20 

Total members in December, 1939 


2966 

Subscribers in December, 1938 

1270 


Removed in 1939 

182 



1088 


Added in 1939 

204 



Total subscribers in December, 1939 1292 

Total members and subscribers in December, 1939 4258 


Net gain 164 

The above increase in membership is due largely to the co-operation of mem- 
bers who have sent in nominations. I wish to thank those members and hope 
that this co-operation on the part of the membership will continue. 

It it with regret that the names of the following persons have been removed 


from our active membership list, notice 
the year. 

Frederick L. Allen 
John A. Campbell 
William Coan 
Joseph C France 
Henry B. Gardner 
Max S. Handman 
James Hillhouse 
Clarence L Holmes 
Harold N Lawrie 
Emil Lederer 


their death having been received during 

James A. McLaughlin 
Saul N. Minkoff 
Frank O’Hara 
James H Rogers 

Edwin R A Seligman (Life Mem- 
ber) 

Victor E. Vraz 
A. Leo Weil 
Caroline Whitney 

Respectfully submitted, 

James Washington Bell, Secretary 



REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING DECEMBER, 1939 

The expenses during 1939 by principal items were as follows: 


Printing (paper, reprints, postage, etc ) I 6,471 45 

Editorial . 2,500 00 

Oencal , 3,032 10 

Supplies 389 63 

Contributors . . 1,453 50 


$13,846 68 

This is slightly in excess of the budget appropriation submitted a year ago, 
namely, $13,800.00. It will be noted, however, that the average number of 
copies printed this year was 4,625, as compared with 4,500 in the previous year; 
and the number of pages for the entire volume was 932, an increase of 55 
pages over the preceding volume. 

On the basis of printing 4,700 copies per issue in 1940, the following 
budget is submitted: 


Printing (paper, reprints, postage, etc ) $ 6,500 00 

Editorial . 2,500 00 

aerical . 3,200 00 

Supplies 400 00 

Contributors 1,600 00 


$14,200 00 

During the year 1939, 993 new books were received, as compared with 
942 in 1938. During the year 249 persons have co-operated in writing leading 
articles, communications, and reviews The number of leading articles published 
is 34. 

The following persons have served as editors during the past year* Pro- 
fessors Ahada Comstock and Leonard L. Watkins, whose terms expire this 
year; Professors Arthur R Burns and B F Haley, whose terms expire in 
1940 ; Professors Fritz Machlup and Royal E. Montgomery, whose terms expire 
in 1941. 

Under the supervision of the secretary-treasurer. Professor Bell, the ad- 
vertising material is increasing, as will be seen by the treasurer’s report. 

Beginning with the December issue of this year, the Review has added a 
new department of "Academic Vacancies and Applications'* This work is 
carried on through the secretary’s office. It is to be noted that the officers of 
the Association take no responsibility for making a selection among the 
applicants or following up the results. 

It is also to be noted that the department of public documents has been 
omitted during the past year The titles of the principal documents previously 
listed in this department have been included in the lists of new books 

The usual tables are appended. 

Respectfully submitted, 

Davis R. Dewey, Managing Editor 
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Year 

Leading 

articles 

Reviews 

New 

books 

hsted 

Docu- 

ments, 

reports, 

etc. 

Pcnodical 

abstracts 

Notes 

Theses 

Totals 

1920 

395 

109 

155 

98 

122 

42 

15 

936 

1921 

331 

103 

133 

39 

117 

38 

11 

772 

1922 

293 

91 

158 

35 

124 

37 

13 

752 

1923 

298 

122 

184 

26 

113 

43 

14 

800 

1924 

339 

110 

191 

23 

113 

42 

18 

836 

1925 

325 

131 

178 

27 

no 

38 

23 

832 

1926 

270 

137 

184 

15 

108 

43 

27 

784 

1927 

262 

120 

195 

32 

114 

42 

27 

792 

1928 

335 

111 

176 

12 

121 

45 

28 

828 

1929 

315 

181 

173 

18 

1 

52 

28 

768 

1930 

348 

154 

210 

12 

0 

58 

29 

811 

1931 

369 

170 

197 

13 

0 

40 

25 

814 

1932 

351 

175 

203 

12 

0 

27 

24 

792 

1933 

360 

178 

179 

6 

34 

28 

24 

809 

1934 

376 

120 

188 

7 

48 

44 

22 

805 

1935 

341 

198 

183 

7 

46 

37 

21 

833 

1936 

384 

161 

185 

5 

39 

31 

20 

838 

1937 

386 

194 

202 

4 

35 

41 

20 

882 

1938 

379 

179 

208 

5 

44 

41 

22 

878 

1939 

445 

180 

188 

0 

51 

46 

22 

932 


* Figures for 1911-19 may be found in the report for 1930, published m the Supplement ^ 
March, 1931, p 284, 


Table II — Expenditures 


Year 

Pnnting 

Salary of 
editor 

payments to 
contributors 

Clerical 

Supplies 

Totals 

1920 

$6,656 

31 

$1,500 

00 

$1,122 

75 

$1,595 

64 

$307 

20 

$11,181 

90 

1921 

5,646 

97 

1,500 

00 

64 

50 

1,472 

50 

319 

97 

9,003 

94 

1922 

4,795 

28 

i;500 

00 

— 


1,370 

00 

314 

77 

7,980 

05 

1923 

5,032 

59 

1,500 

00 

— 


1,650 

09 

437 

86 

8,620 

54 

1924 

5,423 

28 

1,500 

00 

1,110 

25 

1,464 

01 

305 

32 

9,802 

86 

1925 

5,713 

01 

1,500 

00 

1,133 

50 

1,757 

32 

406 

36 

10,510 

19 

1926 

5,332 

24 

1,500 

00 

1,128 

00 

1,589 

86 

323 

43 

9,$73 

53 

1927 

5,619 

20 

1,500 

00 

1,013 

75 

1,806 

50 

297 

25 

10,236 

70 

1928 

5,321 

95 

1,500 

00 

1,190 

50 

1,956 

50 

375 

37 

10,344 

32 

1929 

4,927 

62 

1,500 

00 

1,328 

75 

2,004 

50 

261 

72 

10,022 

59 

1930 

5,386 

67 

2,500 

00 

1,447 

75 

2,253 

00 

347 

80 

11,935 

22 

1931 

5,399 

94 

2,500 

00 

1,454 

75 

2,300 

00 

327 

60 

11,982 

29 

1932 

5,143 

23 

2,500 

00 

1,451 

00 

2,300 

00 

386 

13 

11,780 

36 

1933 

4,606 

07 

2,500 

00 

1,408 

25 

2,436 

00 

380 

75 

11,331. 

.07 

1934 

4,670 

43 

2,500 

00 

1,384 

75 

2,420 

00 

326 

12 

11,301 

30 

1935 

5,109 

53 

2,500 

00 

1,357 

50 

2,540 

00 

445 

08 

11,952 

11 

1936 

5,316 

56 

2,500 

00 

1,450 

00 

2,540 

00 

345 

12 

12,151 

68 

1937 

5,908 

40 

2,500 

00 

1,541 

75 

2,751 

00 

364 

72 

13,065 

87 

1938 

6,078 

35 

2,500 

00 

1,438. 

15 

2,990 

00 

452. 

96 

13,459 

46 

1939 

6,471 

45 

2,500 

00 

1,453 

50 

3,082 

10 

389 

63 

13,846 

68 






REPORT OF THE TREASURER OF THE ASSOCIATION FOR THE 
YEAR ENDING DECEMBER 13, 1939 

The resources of the Association continue to grow. This year we added 
$4,747.62 to last year’s assets, making a total of $67,264 66. The items reflect- 
ing in detail the flnancial condition of the Association and of the changes 
which have occurred during the past year are shown in the balance sheet 
exhibit of the auditor’s report The main changes involved in the assets are a 
stronger cash position and additions to our investment account, together with 
a small increase in office equipment (including an envelope sealer at $80 00, 
less trade-in value of old machine and discount of $18 80, and a typewriter at 
$72.10, less trade-in value and discount of $17.50) and a substantial write- 
down to net selling price of Economic Essays, Accounts payable are relatively 
large because the printer’s bill for the December issue of the American Eco- 
nomic Review had not yet been received as the books were closed 

With regard to operating results, total income from all sources remained 
substantially the same as last year, a small increase from dues being practically 
offset by decreased dividends and a loss taken on the sale of securities. Ad- 
ministrative expenses were less this year than last, chiefly because no handbook 
was published in 1939 Increased publication expenses of the Review and the 
Proceedings are accounted for by the larger editions and by the greater number 
of pages published. Increased subscriptions and sales and larger advertising 
revenue, however, reduced the net publication expense. 

In the accompanying tables is presented a statistical summary of our hold- 
ings of bonds and stocks from 1925 to date, together with the changes in the 
cost and market value and the dollar and percentage yield The latter is com- 
puted on the basis of cost. Since 1937, the return from interest and dividends 
has declined The rate of return is now roughly 4 5 compared with 5.1 in 1938 
and 6.3 per cent in 1937 It has been previously noted that the income of 
1937 from this source was exceptional on account of the operation of the 
undistributed profits tax, and the decline in the past year is not in the least 
alarming. We should be very gratified with our present rate of return It has 
been made possible only because my capable colleagues on the Finance Com- 
mittee are willing to follow our holdings closely 

Respectfully submitted, 

James Washington Bell, Treasurer 
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Investment Portfouo 



At Par 

Cost 

Market 

Ydar 

Bonds 

Bonds 

Stocks 

Total 

Stocks and 
Bonds 

1925 

$25,000 

$24,661 75 



$24,661. 

,75 



1926 

27,000 

26,623.25 



26,623 

25 



1927 

29,000 

28,688.45 



28,688, 

,45 



1928 

29,000 

28,633 45 



28,633 

45 



1929 

31,000 

30,569 48 



30,569, 

,48 



1930 

31,000 

32,439.48 



32,439 

48 

$32,635 

40 

1931 

39,500 

39,134 48 



39,134 

48 

32,307 

44 

1932 

40,500 

41,134 48 



41,134 

48 

33,239 

70 

1933 

33,500 

32,962 48 

$ 3,954 

23 

36,916 

71 

31,522 

50 

1934 

31,500 

30,989 48 

3,954 

23 

34,943 

71 

34,714 

00 

1935 

16,000 

15,280 48 

28,114 

50 

43,394 

98 

50,338 

72 

1936 

17,000 

16,260 13 

33,712 

57 

49,972 

70 

62,991 

00 

1937 

20,000 

19,160 91 

37,399 

20 

56,560 

11 

52,064 

75 

1938 

22,000 

20,180.95 

38,302 

20 

58,483 

.15 

58,598 

88 

1939 

22,000 

20,039 57 

41,155 

95 

61,195 

52 

61,529 

38 


Return on Investments 



Bonds 

Stocks 

Total 

Rate of Return 

1925 

$1,350 00 


$1,350 00* 


1926 

1,410 00 


1.410 00* 


1927 

1,524 70 


1,524 70’ 



1928 

1,642 77 


1,642 77- 



1929 

1,575.44 


1,575 44- 



1930 

1,695 21 


1,695 21 


5 22% 

1931 

1,886 81 


1,8^6 81 


4 82 

1932 

2,014 36 


2,014 36 


4 89 

1933 

1,679.49 

$ 108 57 

1,789 06 


4 84 

1934 

1,593 13 

218 07 

1,811 20 


5 18 

1935 

1,022.96 

680 70 

1,703 66 


3 92 

1936 

801 77 

1,597 63 

2,399 40 


5 00 

1937 

884 87 

2,689 62 

3,574 49 


6.31 

1938 

928 04 

2,063 02 

2,991 06 


5 11 

1939 

978 79 j 

1,781 52 

2,760 31 


4 51 


* Estimated income for year, 
t Certificate of deposit interest included. 













REPORT OF THE FINANCE COMMITTEE 

During the past year, a net amount of $2,712.37 has been invested in 
secunties. The cost of our investment holdings is $61,195.52 in 1939 compared 
with $58,483 15 in 1938. 

The following specific changes have been made: 


Southern Pacific Co, 50-year 
West Texas Utilities Co , 1st Mtg 
Series "A” 

Procter and Gamble scrip and Com- 
monwealth Edison rights 


Sales 

Sellmg 

Par Value Cost Prtce 

$1,000 00 $ 927 50 $ 499 32 

2,000 00 1,870.40 2,050 00 


Profit Loss 
$428 18 

$179 60 
41 39 


Purchases 
Par Value Cost 

Central Illmois Electric and Gas 
Co , 1st Mtg , 3%%, due June 
1, 1964 $2,000 00 $2,010 00 

Florida East Coast Railway Co , 

1st Mtg, 4Vi%, due June 1, 

1959 1,000 00 646 52 

Shares Cost 

Commonwealth Edison Co , com 55 $1,525 51 

Chesapeake and Ohio Railway Co, 

4%, pfd 15 1,328 24 

As of December 2, 1939, our security holdings are listed below, together 
with cost and market values The market figures are compared with those of 
last year. 


Stocks 

Number and Class 
of Shares 

25 Chesapeake and Ohio Railroad Co, com 
15 Chesapeake and Ohio Railroad Co , 4% pfd , "A 
55 Commonwealth Edison Co , com 
50 General American Transportation Corp, com 
100 General Electric Co , com 
50 General Motors Corp , com 
58 Glidden Co , com 
14 Glidden Co , convert pfd. 

10 Household Finance Corp , 5% pfd 
25 International Harvester Co , pfd 
50 Kroger Grocery and Baking Co, com 
25 Liggett and Myers Tobacco Co , com "B” 

50 Link Belt Co , com. 

50 Mesta Machine Co , com 
50 J C Penney Co. com 
50 Procter and Gamole Co , com 
50 Standard Brands, Inc , com 
50 Standard Oil Co of Olifomia, com 
50 Union Carbide and Carbon Corp , com 
100 Wayne Pump Co , com 


Value 

Market or Last Sale 


$ 1,309 

07 

♦ 862 

50 

$ 1,037 

50 

' 1,328 

24 



1,410 

00 

1,525 

51 



1,711 

88 

3,084 

30 

2,775 

00 

2,712 

50 

2,738 

19 

4,425 

00 

3,875 

00 

2,057 

47 

2,512 

50 

2,643 

75 

1,635 

72 

1,435 

50 

1,051 

25 

735 

00 

644 

00 

560 

00 

903 

00 

1,030 

00 

1,040 

00 

3,686 

63 

4,050 

00 

4,100 

00 

1,297 

22 

1,025 

00 

1,400 

00 

2,018 

13 

2,459 

38 

2,500 

00 

2,524 

15 

2,337 

50 

1,825 

00 

2,007 

37 

2,000 

00 

1,668 

75 

2,878 

28 

3,825 

00 

4,668 

75 

2,459 

72 

2,743 

75 

3,175 

00 

888 

15 

325 

00 

281 

25 

2,097 

27 

1,406 

25 

1,268 

75 

2,867 

88 

4,475 

00 

4,375 

00 

3,114 

65 

3,100 

00 

2,300 

00 

♦41,155 

95 

$41,431 

38 

$43,604 

38 
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|1,000 Alabama Power Co , 1st Lien 
and Ref Mtg 

2.000 Central Illmois Electric and 
Gas Co , 1st Mtg 

3.000 Chicago, Terre Haute and 
Southeastern Railway Co , 1st 
and Ref 

1.000 Erie Railroad Co, Ref and 
Imp Mtg 

1.000 Florida East Coast Railway, 
1st 

2.000 Gary Electric and Gas Co , 1st 
Lien Col Series “A” 

2.000 Grand Trunk Western Rail- 
way Co , 1st Mtg 50-year 

3.000 Gulf States Steel Co, 1st 
(closed) Mtg Sinking Fund 

2.000 Nevada-California Electric 
Corp, 1st Mtg 

1.000 Pennsylvania Railroad Co, 
40-year Gold Deb 

1,000 Pennsylvania Railroad Co , 
Gen Mtg Series *‘D” 

1.000 Southern Illinois and Mis- 
souri Bridge Co, 1st Mtg 
50-year 

2.000 Southern Railway Co , 1st 
Consol Mtg 


Bonds 


Int 

Rate 

Due 

Cost 

5% 

1956 

$ 1,042 50 


1964 

2,010 00 

5 

1960 

2,012 12 

5 

1975 

932 50 

41/2 

1959 

646 52 

5 

1944 

1,920 40 

4 

1950 

1,855 45 

41/2 

1961 

2,900 78 

5 

1956 

1,895 40 

41/2 

1970 

945 00 

41/4 

1981 

986 50 

4 

1951 

822 00 

5 

1994 

2,070 40 



$20,039 57 


ValM 

Marktt or Last Sale 
12 / 14/58 12 / 2/59 


$ 967 50 

1 1,045 00 


1,990 00 

1,755 00 

1,800 00 

132 50 

147 50 


560 00 

1,91000 

2,000 00 

1,760 00 

1,580 00 

2,835 00 

2,902 50 

1,580 00 

1,595 00 

830 00 

885 00 

920 00 

950 00 

650 00 

710 00 

1,630 00 

1,760 00 

$14,970 00 

$17,925 00 


It Will be observed from the following summary that this year’s results, as 
well as those of last year, reflect little variation in the market compared to 
the cost value of our total holdings 




Cost 

Market Value 


ms 

1939 

1938 

1939 

Bonds 

$20,180 95 

$20,039 57 

$17,465 00 

$17,927 00 

Stocks 

38,302 20 

41,155 95 

41,431 38 

43,604 38 

Total 

$58,483 15 

$61,195 52 

$58,896 38 

$61,529 38 


Since one of the objectives of our policy is relative stability of capital values, 
we should be satisfied with these results 
The income from our investment holdings for the past year has been as 
follows . 

Rate of return 
Income on cost 

Interest on bonds $ 978 79 4 88% 

Dividends from stocks 1,781 52 4 08% 

Total $2,760 31 4 51% 

Our income from bonds is slightly higher this year than last and dividends 
perceptibly lower Extra dividends have not been so plentiful this year. Though 
the rate of return is still good (4 51 per cent), it represents a slight decline 
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from last year. However, a higher income could hardly be expected without 
jeopardizing the safety of the investment A summary of the rate of return from 
our investments from 1925 is given in the Treasurer’s report 
We see no reason to change our general investment policy. Under normal 
circumstances, if we were solely interested in the security of capital we would 
buy low yield, high-grade bonds At present prices the only direction of 
change in their value would seem to be downward, and there is a risk in- 
volved in committing funds to fixed income securities. The increase of a 
fractional per cent in the market rate of interest would mean a very substantial 
decline in the value of such long-term holdings. If it should prove necessary to 
sell high-grade bonds before maturity under conditions of rising interest rates, 
we would have to realize substantial losses, and if not liquidated, our fixed 
income at present low levels would remain ^frozen.” The possibilities of in- 
flation make the exclusive holding of high-grade bonds hazardous. We have 
therefore attempted to adapt ourselves to the exigencies of present-day condi- 
tions. 

The present distribution of our holdings represents about 40 per cent in bonds 
and 60 per cent in stocks, 16 per cent of the latter being in preferred shares 
and a reasonably good diversification of business risks The purchases made this 
year involve (1) a shift of two bonds of about equal grade, and (2) the addi- 
tion of one unit of a sound investment common stock and one of preferred 
stock The Erie Railroad bond is still in default, but under present circum- 
stances we do not feel disposed to sell it. 

Respectfully submitted, 

Roy C Osgood, Chairman 
Charles C Wells 
James Washington Bell 



REPORT OF THE AUDITOR 
December 20, 1939 

Executive Committee, 

American Economic Association, 

Evanston, Illinois. 

Deak Sirs. 

We have made an examination of the balance sheet of the American Eco- 
nomic Association as at December 13, 1939, and of the related statement of 
income and expenses for the period from December 15, 1938, to December 
13, 1939 In connection therewith we have examined or tested accounting 
records of the Association and other supporting evidence and have reviewed 
the accounting procedures of the Association by methods and to the extent we 
deemed appropriate, but we did not make a detailed audit of the transactions 
A similar examination was made for the period from December 16, 1937, to 
December 14, 1938. Further comments regarding the scope of our examina- 
tion are contained in subsequent pages of this report. 

The following exhibits are included in this report: 

Balance sheet — December 13, 1939 Exhibit 1 

Statement of income and expenses for period from De- 
cember 15, 1938, to December 13, 1939 Exhibit 2 

Results of Operations 

Net income for the year ended December 13, 1939, was $3,112 92 as com- 
pared with $1,220 62 for the preceding period, as shown by the following 
condensed comparative summary. 



Year Ended 

Increase 

Particulars 

12/14/38 

12/13/39 

or 

Decrease 

Income from — 

Dues 

$13,964 65 

$14,500 92 

1 536 27 

Interest and dividends on investments 

2,912 23 

2,665 45 

246 78 

Other sources (net) 

33 60 

203.33 

239,13 

Total income 

$16,910 48 

$16,960 84 

$ 50 36 

Expenses — 

Administrative and other operating expenses 

$ 6,840 50 

$ 6,244 97 

S 393 33 

Contribution to finance Higgs’ 
economic bibliography 

1,333 33 


1,333.33 

Reduction in carrying value of inventory of 
Economic Essays 


713 57 

713 57 

Publication expenses 

15,881 71 
8,36} 68 

15,672 96 

208 73 

Publication income 

8,783.38 

417 90 

Total expenses 

$15,689 86 

$13,847 92 

$1,841.94 

Net income 

$ 1,220 62 

$ 3,112 92 

$1,892.30 


The increase in income from dues reflects the increase in the membership 
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of the Association during the period under review. The membership at the 
beginning and end of the period as reported by the Secretary was as follows 


Cassi£cation 

Number of Members 

Members — 

12/14/38 

12/13/39 

Annual 

2,764 

2,906 

Life . . 

. . 41 

40 

Honorary 

19 

20 


2,824 

2,966 


Interest on bonds owned was accounted for and dividends received on 
stocks were compared with amounts reported in published records of dividend 
disbursements Interest coupons from April 1, 1938, through October 1, 1939, 
on $1,000 00 principal amount of Erie Railroad Company refunding and 
improvement 5% mortgage bonds of 1975 held by the Association are in default 
A contribution of $1,333.33 was made m the preceding period toward the 
financing of Higgs* economic bibliography. No similar contribution was made 
during the current year. 

The decrease in administrative and other operating expenses is accounted for 
principally by a reduction in the clerical help in the office of the Secretary- 
Treasurer because there was no handbook published during the year 1939 
During the year the remaining copies of Economic Essays were offered for 
sale at $1.00 per copy. The inventory price of the copies on hand was ac- 
cordingly reduced to $1 00 less an allowance for postage, the aggregate re- 
duction of $713 57 was charged to the current year’s income account 


Net publication expense decreased 

$626 65 as shown by the 

following 

summary: 

Fiscal 

Year 

Budgetary 

Particulars 

Estimates 

Expenses — 

Printing of — 

1938 

1939 

for 1939 

Review 

% 6,119 21 

$ 6,494 67 

$ 6,000 00 

Proceedings 

Handbook 

1,234 10 

1,785 91 

1,118 84 

♦ 


Editor's honorarium 

2,500 00 

2,500 00 

2,500 00 

Payments to contributors 

1,435 65 

1,453 50 

1,600 00 

Editorial clerical salaries 

2,990 00 

3,032 10 

3,300 00 

Other costs and expenses 

483 91 

406 78 

400 00 

Total expenses 

Less— Incomer- 

$15,881 71 

$15,672 96 

$13,800 00 

Subscriptions, other than from members 

1 5,973 74 

$ 6,202 32 


Sales of copies 

565 23 

703 79 


Advertising 

1,826 71 

1,877 47 


Total income 

$ 8,365 68 

$ 8,783 58 


Net publication expense 

$ 7,516 03 

$ 6,889 38 



♦ None issued in 1939 

Printing expenses for 1938 included a charge of $1,118.84 for publication of 
a handbook for which no corresponding charge was incurred in 1939 Other 
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printing costs increased as a result of the increase in the number of copies 
and pages printed. 

The Association issued the following publications during the years 1938 and 
1939: 


Quantity Number 

Printed of Pages 


Review 

Proceeding 

Handbook 

* Includmg 1 6-page volume index 


1938 

1939 

1938 

1939 

4,500 

4,600-4,700 

966* 

1,024* 

4,500 

4,600 

200 

288 

4,500 

- 

112 

- 


Fmanctd Condition 


Condensed balance sheets of the Association at December 14, 1938, and 
December 13, 1939, are set forth in the following comparison* 


Assets 


Cash in bank 
Receivables, net 
Inventories 

Furniture, fixtures, etc , at cost 
Reserve for depreciation 
Investments, at cost — 

Bonds 

Stocks 


Liabilities 

Accounts payable 

Unearned income 

Membership extension fund 

Fund for proposed permanent secretariat 

Life memberships 

Surplus — 

Balance at beginning of period 
Net income for period 
Transfers from life memberships 


Increase 

or 


12/14/38 

12/13/39 

Decrease 

1 1,113 15 

$ 4,042 50 

$2,929 35 

837 25 

801 76 

33 49 

1,722 61 

876 06 

84633 

1,634 46 

1,673 11 

38 65 

1,273.^8 

1,324.29 

30 71 

20,180 95 

20,039 57 

141 38 

38,302 20 

41,155 95 

2,853 75 

$62,517 04 

$67,264 66 

$4,747 62 

1 75 59 

$ 1,79617 

$1,720 58 

3,017 35 

3,044 78 

27 43 

3,436 17 

3,322 86 

11331 

35 00 

35 00 


3.725 00 

3,700 00 

25 00 

50,632 31 

52,227 93 
3,112 92 

1,595 62 

1,220 62 

1,892 30 

375 00 

25 00 

350.00 

$62,517 04 

$67,264 66 

$4,747 62 


Cash in bank was reconciled with the balance confirmed direct to us by the 
depositary. 

We did not confirm the receivables of the Association by correspondence with 
the debtors. The reserve for doubtful accounts appears to be suflBcient to cover 
such losses in collection as could be estimated at the time of our examination. 

The inventories of the Association include 497 copies of Economic Essays, 
During the year 2 copies were sold at the advertised price of $1.00 each. As 
a result of advertising, some copies were sold after December 13, 1939, but the 
realization of the inventory valuation appears doubtful. 
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The following securities were purchased and sold in 1939: 

Purchase or 
Selling Price 


Purchased — 

Central Illinois Electric and Gas Company, first mortgage bonds, 

due June 1, 1964, $2,000 principal amount $2,010 00 

Florida East Coast Railway Company, first mortgage bonds, 4V2%, due 

June 1, 1959, $1,000 principal amount 646 52 

Commonwealth Edison Company, common stock, 55 shares 1,525 51 

The Chesapeake and Ohio Railway Company, 4%, Series "A*' preference 

stock, 15 shares 1,328 24 


$5,510 27 

Sales—— 

Southern Pacific Company, 50 year bonds, 4i/^%, due May 1, 1981, $1,000 


prinapal amount $ 499 32 

West Texas Utilities Company, first mortgage bonds. Series **A" 5%, due 

October 1, 1957, $2,000 principal amount 2,050 00 

The Procter and Gamble Company, scrip (received in 1939) 3314 

Commonwealth Edison Company, rights (received in 1939) 8 25 


$2,590 71 


The investments of the Association were confirmed by correspondence with 
the State Bank and Trust Company of Evanston, Illinois, custodian for the 
Association. 

In so far as we could ascertain from the examination made, all liabilities of 
the Association at December 13, 1939, are reflected in the accompanying bal- 
ance sheet and the Secretary-Treasurer has represented that to the best of his 
knowledge and belief all liabilities were disclosed to us. We did not confirm 
the liabilities of the Association by correspondence with the creditors 
We wish to express our appreciation of the courtesies and co-operation 
extended to our representatives during the course of the examination 

Very truly yours, 

Arthur Andersen and Company 



EXHIBIT 1 

American Economic Asscqation 
Balance Sheet— December 13, 1939 


Assets 


Current Assets 

Cash in State Bank and Trust 

Company, Evanston, Illinois I 4 042 50 

Receivables — 

Interest accrued on bonds $ 212 34 

Membership dues 191 25 

Review advertising 413A9 

Publication sales 29 59 


Total receivables 

Less — Reserve for doubtful accounts 


$ 906 67 

104 91 801 76 


Inventories 

Economic Essays, at net selling price $ 482 09 

Cover stock, at cost 150 97 

Stamped envelopes, at cost 243 00 


Investments, at Cost 

Bonds (quoted price $17,925 00) $20,039 57 

Stocks (quoted price $43,604 38) 41,155 95 


Furniture, Fixtures and Bound Periodicals, at Cost $ 1,673 11 
Less — Reserve for depreciation 1,324 29 


Liabilities 

Accounts Payable 
Unearned Income 

Membership dues $ 587 21 

Subscriptions 2,457 57 


Membership Extension Fund 

Fund for Proposed Permanent Secretariat 

Life Members and Surplus 

Life memberships $ 3,700 00 

Surplus unappropriated — 

Balance, December 14, 1938 $52,227 93 

Net income for the period from 

December 15, 1938 to December 13, 

1939 (Exhibit 2) 3,112 92 

Transfer from life memberships 25 00 55,365 85 


$ 4,844 26 

876 06 

61,195 52 

348 82 
$67,264 66 

$ 1,796 17 

3,044 78 

3,322 86 
35 00 


59 065 85 
$67,264 66 
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EXHIBIT 2 

American Economic Association 
Statement of Income and Expenses 
Period from December 15, 1938, to December 13, 1939 
particulars 

Income from 
Dues — 

Re^lar members 

SuDScnbmg and contributing members 


$14,253 42 
247 50 


Other sources — 

Income from investments — 

Interest on bonds 
Dividends 

Total 

Less — Custodian’s fee 

Deduct — ^Net loss on sale of bonds, 
rights, etc 


Income from sale of Economic Essays 


Expenses 


Total income 


I 978 79 
1,781 52 

$ 2,760 31 
94 86 


$ 2,665 45 


207 19 

$ 2,458 26 
166 


Secretary’s salary 

1 

1,000 00 

Office salaries 


3,116 00 

Postage 


470 87 

Stationery and supplies 


283 42 

Telephone and telegraph 


61 22 

Insurance 


200 00 

Exchange on checks 


119 55 

Depreciation 


136 71 

Annual meeting 


150 61 

Executive committee expenses 


242 81 

Other committee expenses 


283 83 

American Council of Learned Societies — dues 

65 00 

Auditing 


50 00 

Miscellaneous 


64 95 


Reduction in carrying value of inventory 
of Economic Essays 
Publication expenses — 

Printing of — 

Review 
Proceedings 
Editor's honorarium 
Payments to contributors 
Editorial clerical salaries 
Editorial supplies and expenses 
Sundry publication expenses 

Total publication expenses 
Less — Publication income — 

Subscriptions, other than 
from members $6,202 32 

Sale of copies 703 79 

Advertising 1,877 47 

Total expenses 

Net income (Exhibit 1) 


$ 6,494 67 
1,785 91 
2,500 00 
1,453 50 
3,032 10 
368 38 
38 40 

$15,672 96 


$ 6,244 97 


713 57 


8,783 58 6,889 38 


Amount 
$14,500 92 


2,459 92 
$16,960 84 


13.847 92 


$ 3,112.92 



REPORT FROM THE SOCIAL SCIENCE RESEARCH COUNCIL 

During the preceding year the Councirs program in furtherance of research 
in the social sciences has involved undertakings with respect to research per- 
sonnel, research organization, research materials, research methods, and the 
advancement of scientific knowledge. 

The work in recruitment and maintenance of research personnel continues 
to be one of the outstandingly successful phases of the Council's work. During 
the past year, it resulted in maintaining five predoctoral fellows in the second 
year of graduate study, sixteen fellows for predoctoral field training, and four 
postdoctoral research training fellows. It provided forty-one grants-in-aid to 
assist in the completion of research by mature scholars, and eight grants-in-aid 
limited to the southern area These grants amounted to approximately $75,000, 
and similar aids have been assured through the year 1940-41 In this field, 
also, the Council has issued a directory of all the fellows who have been 
appointed by the Council since the beginning of its work and has set up a 
committee to examine problems of research training. 

The Council’s work with reference to research materials resulted in stimulat- 
ing the development and use of methods of reproduction other than print and 
the study of copyright law in relation to reproduction of materials, including a 
demonstration of the possibilities of publication on a sliding scale of prices 
according to the number of advance subscriptions and costs under different 
print or offset methods The Committee on Research Materials continued 
preparation of a manual on the study of economic and social aspects of local 
history, developed plans and advised on the use of WPA labor in the im- 
provement of materials for research and studied areal problems of union cata- 
loging. 

Last year, as in the preceding year, the Council through its Committee on 
Problems and Policy directed particular study to the problem of the most 
effective organization of research in the United States and possibilities for 
helpful consultation between local social science research organizations It 
began the exploration of methods and possibilities of various types of confer- 
ence procedure, such as progressive appraisal and planning conferences of 
small groups of persons highly qualified on specialized topics and also the 
somewhat larger standing conferences whose usefulness has been demonstrated 
by the Price Conference and the Conference on National Income of the Na- 
tional Bureau of Economic Research. 

In the field of research methods, the Council has continued the work of the 
special Committee on Appraisal designed to secure critical analyses of out- 
standing American studies in the social science field Six appraisal essays have 
been prepared, and all-day conferences held on three of these. The documenta- 
tion and discussion of the first conference was published in August; it covered 
Thomas and Znaniecki's The Polish Peasant tn Europe and America* The ma- 
terials from the conference on F C. Mills' Behavior of Prices are now in 
process of publication 

The Council now operates less extensively through operative projects than 
during its early years. Of three project fields in which it still operates one 
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is public administration, the other two are social security and economic 
stability. The social security project has produced studies on the co-ordination 
of the various social insurances in Great Britain and Germany on problems and 
procedures of unemployment compensation; on trends, causes, and effects of 
labor turnover; and on seasonal variations in employment. It has completed 
for publication a study of old age security abroad and has issued mimeographed 
suggestions for research on relief, and an outline of policy questions on relief. 
The project in the field of economic stability has continued support of a 
series of studies on credit and banking in relation to stability under the 
auspices of the National Bureau of Economic Research, work was completed on 
a handbook of statistical data on urban residential real estate, and two pam- 
phlets on special phases of real estate financing were published by the Bureau 

While the representation from the American Economic Association to the 
Council has been distinguished and in most cases active, it is by no means 
clear that the membership of the Association is adequately informed of the 
work of the Council or that the liaison between the two bodies is as fruitful 
as it might be In the annual report of the chairman of the Problems and 
Policy Committee last September the following comment on this point was 
included: 

The matter of Council relations to the professional societies in the seven disciplines 
which we cover was discussed at some length m the June meeting of the Problems and 
Policy Committee It was generally agreed that the professional societies as such had 
little knowledge of and apparently little interest in the work of the Council The question 
was raised whether the situation could be remedied by the preparation of notes on current 
activities of the Council which would be inserted in the various journals or whether some 
particular means might be found to bring the results of our work before the attention of 
the societies at their annual meetings, either through special round tables or otherwise 
Another possibility that was considered was the inclusion of the senior representative from 
each society as a member of the Program Committee of that association and/or the inviting 
of the chairman of the Program Committee to attend the spring Council meetmg and dinner 

These are merely tentative suggestions such as emerged in an informal ex- 
ploratory discussion The Council would be happy if the American Economic 
Association through its Executive Committee should feel disposed to give 
consideration to the work being done by the Council It would welcome any 
suggestions which the Association might wish to advance with a view to 
making Council efforts and expenditures more fruitful and effective. 

Respectfully submitted. 


Edwin G, Nourse 
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FIRST SERIES 

Numbers starred are sold only with the sets; the supply of those double starred ts 
exhausted For information apply to the Secretary 

Volume I, 1886 

Frice in paper 

1 Report of Organization of the American Economic Association Pp 46 I .50 

2-3 **Relation of the Modern Municipality to the Gas Supply By E J. James 

Pp 66 .75 

4 Co-operation m a Western City By Albert Shaw Pp 106 75 

5 ♦* Co-operation in New England By E. W Bemis Pp 136 .75 

6 ♦♦ Relation of the State to Industrial Action By H. C. Adams Pp 85. .75 

Volume II, 1887 

1 Three Phases of Co-operation in the West By Amos G Warner Pp 119 .75 

2 Historical Sketch of the Finances of Pennsylvania By T. K. Worthington Pp 

106 75 

3 The Railway Question By Edmund J James Pp 68 .75 

4. ♦♦Early History of the English Woolen Industry. By W. J Ashley. Pp 85 .75 

5 ♦♦Mediaeval Guilds of England By E R A. Seligman Pp 113 .75 

6 Relation of Modern Municipalities to Quasi-Public Works By H C Adams 

and others Pp 87. .75 

Volume III, 1888 

1 Statistics in College, by C D Wright; Sociology and Political Economy, F H 

Giddings , The Legal-Tender Decisions, by E J James Pp 80 .75 

2 Qpital and Its Earnings By John B Clark. Pp 69 .73 

3 The Manual Laboring Class, by F A Walker, Mine Labor in the Hocking Valley, 

by E W Bemis, Report of the Second Annual Meeting Pp 86 .75 

4-5. ♦♦Statistics and Economics By Richmond Mayo-Smith Pp. 127. 100 

6 The Stability of Prices By Simon N Patten Pp 64 .75 
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Volume IV, 1889 

1. Contributions to the Wages Question- The Theory of Wages, by Stuart Wood; 

Possibility of a Scientific Law of Wages, by J B Clark. Pp. 69. $ 75 

2. Socialism in England By Sidney Webb Pp 73. .75 

3. Road Legislation for the American State By T W. Jenks. Pp. 83. .75 

4 Third Annual Meeting Report of the Proceedings Pp 123. .75 

5. ♦♦Malthus and Ricardo, by S N Patten; The Study of Statistics, by D. R 

Dewey, Analysis in Political Economy, by W. W. Folwell Pp. 69. 75 

6 An Honest Dollar By E. Benjamin Andrews. Pp. 50 50 

Volume V, 1890 

1. The Industrial Transition in Japan By Yeijiro Ono Pp 122 1 00 

2 Two Essays on Child-Labor By W F Willoughby and Clare de Graffenried 

Pp 150 .75 

3- 4 Papers on the Canal Question By E J James and L M Haupt Pp. 85 1 00 

5 History of the New York Property Tax By J C Schwab Pp 108 1 00 

6. Educational Value of Political Economy By S N Patten Pp 36 75 

Volume VI, 1891 

1- 2 Fourth Annual Meeting Reports, Papers, Discussions 1 00 

3. Government Forestry Papers by Pinchot, Bowers, and Fernow Pp 102 75 

4- 5. Municipal Ownership of Gas in the US By E W Bemis Pp 185 1 00 

6 State Railroad Commissions By F C Clark Pp 110 75 

Volume VII, 1892 

1. ♦♦ The Silver Situation in the United States By F W. Taussig Pp 118 .75 

2- 3 ♦♦Shifting and Incidence of Taxation By E R A Seligman Pp 424 (Re- 

vised ) 2 00 

4-5. Sinking Funds By Edward A Ross Pp 106 1 00 

6 The Reciprocity Treaty with Canada of 1854 By F E Haynes Pp 70 75 

Volume VIII, 1893 

1. Fifth Annual Meeting Report of the Proceedings Pp 130 75 

2-3. Housing of the Poor in American Cities By M T Reynolds Pp 132 1 00 

4- 5. Public Assistance of the Poor in France By E G Balch Pp 180 1 00 

6. First Stages of the Tariff Policy of the U S By William Hill Pp 162 1 00 

Volume IX, 1894 

Sixth Annual Meeting Handbook and Report Pp 73 50 

1-2. ♦♦ Progressive Taxation in Theory and Practice By Edwin R A Seligman 

Pp. 222. (See 1908, No, 4.) 1 00 

3 ♦♦The Theory of Transportation By C H Cooley. Pp 148. 75 

4. Sir William Petty. By Wilson Lloyd Bevan Pp 102 75 

5- 6 Papers on Labor Problems By J B Clark, C D Wright, D R Dewey, A T 

Hadley, and J G. Brooks Pp. 94 .75 

Volume X, 1895 

Seventh Annual Meeting Handbook and Report Pp 138 50 

1-3. ♦♦ The Canadian Banking System, 1817-1890 By R M Breckenridge Pp 478 1 50 

4. Poor Laws of Massachusetts and New York By John Cummings Pp 136 .75 

5-6. Letters of Ricardo to McCulloch, 1816-1823 Edited by J H Hollander Pp 

204. (In cloth, only.) 1.75 

Volume XI, 1896 

1-3. ♦♦ Race Traits and Tendencies of the American Negro. By F L Hoffman. 

Pp. 330. 1.25 

4. Appreciation and Interest By Irving Fisher. Pp. 110 .75 

♦ General Index to Volumes I-XI. (1886-1896.) .25 
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ECONOMIC STUDIES 
(%2,50 per volume) 

Volume I, 1896 

Eighth Annual Meeting Handbook and Report Pp. 178. | 30 


1. The Theory of Economic Progress, by J B Clark; The Relation of Changes in 

the Volume of the Currency to Prosperity, by F. A Walker Pp 46 .50 

2 The Adjustment of Wages to Efficiency Three Papers Gain Sharing, by H. R 

Towne; The Premium Plan, by F A Halsey; A Piece-Rate System, by F W 
Taylor Pp. 83. .50 

3 The Populist Movement By Frank L McVey Pp. 81, .50 

4. The Present Monetary Situation By W, Lexis, translated by John Cummings 

Pp. 72. .50 

5-6 The Street Railway Problem in Cleveland By W R Hopkins Pp. 94 .75 

Volume II, 1897 

Ninth Annual Meeting Handbook and Report Pp 162 50 

1 Economics and Jurisprudence By Henry C Adams Pp 48 50 

2 The Saloon Question in Chicago By John E George Pp 62 50 

3 The General Property Tax in California By C C Plehn Pp 88 50 

4. Area and Population of the United States at the Eleventh Census By W F. Will- 

cox Pp 60. .50 

5 A Discussion Concerning the Currencies of the British Plantations m America, 

etc By William Douglass Edited by C J Bullock Pp 228 50 

6. Density and Distribution of Population in the United States at the Eleventh Census 

By W F. Willcox Pp. 79. .50 

Volume III, 1898 

Tenth Annual Meeting Handbook and Report Pp. 136 50 

1 Government by Injunction, By William H Dunbar Pp 44 .50 

2. Economic Aspects of Railroad Receiverships By H H Swam Pp 118 50 

3 The Ohio Tax Inquisitor Law. By T N Carver Pp 50 .50 

4 The American Federation of Labor By Morton A Aldrich Pp. 54 .50 

5. Housing of the Working People in Yonkers By E L Bogart, Pp 82 .50 

6 The State Purchase ot Railways in Switzerland By Horace Michelie, translated 

by John Cummings. Pp 72 50 

Volume IV, 1899 

Eleventh Annual Meeting Handbook and Report Pp. 126 50 

1 I Economics and Politics By A T Hadley II Report on Currency Reform 

III. Report on the Twelfth Census Pp 70 50 

2. Personal Competition By Charles H Cooley. Pp. 104 50 

3. Economics as a School Study By F R Clow. Pp. 72 .50 

4-5 The English Income Tax By J A Hill. Pp 162 1 00 

6 ♦♦ EflFects of Recent Changes m Monetary Standards upon the Distribution of 

Wealth By F. S Kinder Pp 91 .50 


NEW SERIES 

1. *♦ The Cotton Industry By M B. Hammond Pp 382 1 50 

2 Scope and Method of the Twelfth Census. Critical discussion by over twenty sta- 
tistical experts Pp 625 2.00 


THIRD SERIES 

Note — During 1896-1899 the Assoctatton issued its publication sn two series, viz., the 
bimonthly Economic Studies, and the *'New Series** of larger monographs printed at irregu- 
lar intervals. In 1900 it reverted to the policy of issuing its monographs, now called the 
**Third Senes** of the publications at quarterly intervals. 

Price per volume, $4.00. 
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Volume I, 1900 

1 Twelfth Annual Meeting Papers on Economic Theory and Political Morality; 
Trusts; Railroad Problems; Public Fmance* Consumers’ League, Twelfth 
Census Pp 186. $1 00 

2. The End of Villeinage in England By T. W. Page. Pp 99. 1 00 

3. Essays in Colonial Finance By Members of the Association Pp 303. 1 50 

4. ♦* Currency and Banking in the Province of Massachusetts Bay. By A. McF. Davis. 

Part I Currency Pp 464 + 91 photogravure plates 1.75 

Volume II, 1901 

1. ♦♦Thirteenth Annual Meeting Papers on Competition, Commercial Education, 

Economic Theory, Taxation of Quasi-public Corporations, Municipal Ac- 
counts Pp. 300 1 25 

2. Currency and Banking By A McF Davis Part II Banking Pp. 341 + 18 

photogravure plates 1.75 

3. ♦♦ Theory of Value before Adam Smith By Hannah R Sewall Pp 132, 1 00 

4. Administration of City Finances in the US By F. R Clow Pp 144 1 00 

Volume III, 1902 

1. Fourteenth Annual Meeting. Papers on International Trade, Industrial Policy, 

Public Finance, Protective Tariff, Negro Problem, Arbitration of Labor 
Disputes in Coal Mining Industry, Porto Rican Finance, Economic History 
Pp 400. 1.50 

2. ♦♦The Negro in Africa and America By Joseph A Tillinghast Pp 240. 1 25 

3. Taxation in New Hampshire By M H Robinson Pp. 232 1 25 

4. ♦♦ Rent in Modern Economic Theory By Alvin S Johnson Pp 136 .75 

Volume IV, 1903 

1 Fifteenth Annual Meeting Papers and Discussions on Economic and Social Prog- 
ress; Trade Unions and the Open Shop, Railway Regulation, Theory of 
Wages, Theory of Rent, Oriental Currency Problem Pp 298 1 25 

2. Ethnic Factors in the Population of Boston By F A Bushee Pp 171 1 00 

3 History of Contract Labor in the Hawaiian Islands By Katharine Coman Pp 74 75 

4. ♦♦ The Income Tax in the Commonwealth of the United States By Delos O Kins- 
man Pp. 134 1 00 

Volume V, 1904 

Sixteenth Annual Meeting Papers and Proceedings published in two parts 

1. Part I — Papers and Discussions on Southern Agricultural and Industrial Problems; 

Social Aspects of Economic Law, Relations between Rent and Interest. 

Pp 240. 100 

2. Part II — Papers and Discussions on The Management of the Surplus Reserve; 

Theory of Loan Credit in Relation to Corporation Economics , State Taxation 
of Interstate Commerce Trusts ; Theory of Social Causation Pp 203 1 00 

3. Monopolistic Combinations in the German Coal Industry By Francis Walker 

Pp 340. 1 25 

4. ♦♦ The Influence of Farm Machinery on Production and Labor By Hadley Win- 

fleld Quaintance Pp 110 .75 

Volume VI, 1905 

Seventeenth Annual Meeting Papers and Proceedings published in two parts. 

1 Part I — Papers and Discussions on the Doctrine of Free Trade , Theory of Prices ; 

Theory of Money , Open Shop or Closed Shop Pp 226 1 00 

2 Part II — Papers and Discussions on Government Interference with Industrial 

Combinations , Regulation of Railway Rates , Taxation of Railways , Preferen- 
tial Tariffs and Reciprocity, Inclosure Movement, Economic History of 
the United States Pp 270 1 00 

3. ♦♦ The History and Theory of Shipping Subsidies By R Meeker Pp. 230 1.00 

4. Factory Legislation in the State of New York. By F. R Fairchild. Pp 218. 1.00 
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Volume VII, 1906 

1. Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth and 
the Public Service; Theory of Distribution, Government Regulation of Rail- 
way Rates; Municipal Ownership; Labor Disputes, The Economic Future of 
the Negro Pp 325 |1 00 

2 Railroad Rate Control By H S Smalley Pp 147 1 00 

3. On Collective Phenomena and the Scientific Value of Statistical Data By E G F 

Gryzanovski Pp 48 75 

Handbook of the Association, 1906 48 25 

4 The Taxation of the Gross Receipts of Railways in Wisconsin By G E Snider 

Pp. 138 100 

Volume VIII, 1907 

1. Nineteenth Annual Meeting Papers and Discussions on Modern Standards of 
Business Honor, Wages as Determined by Arbitration; Commercial Edu- 
cation, Money and Banking, Western Civilization and Birth Rate; Economic 
History; Government Regulation of Insurance, Trusts and TariflF; Child 
Labor Pp 268. 1 00 

2 Historical Sketch of the Finances and Financial Policy of Massachusetts from 1780 

to 1905 By C J Bullock Pp 144. 1 00 

Handbook of the Association, 1907 Pp 50. 25 

3. The Labor Legislation of Connecticut By Alba M Edwards Pp 322 I 00 

4 The Growth of Large Fortunes By G P Watkins Pp 170 1 00 

Volume IX, 1908 

Handbook of the Association, 1908 Pp 49 .25 

1 Twentieth Annual Meeting Papers and Discussions on Principles of Government 

Control of Business, Are Savings Income; Agricultural Economics; Money 
and Banking, Agreements in Political Economy, Labor Legislation, Relation 
of the Federal Treasury to the Money Market ; Public Service Commissions 
Pp 311 125 

2 Chicago Traction By R E Heilman Pp 131 1 00 

3 Factory Legislation of Rhode Island By J K Towles Pp 119 100 

4. ♦♦ Progressive Taxation in Theory and Practice Revised Edition By E R A 

Seligman Pp 334 1 25 

Volume X, 1909 

1 Twenty-first Annual Meeting Papers and Discussions on The Making of Economic 

Literature, Collective Bargaining, Round Table on Accounting; Labor Legis- 
lation, Employers' Liability, Canadian Industrial-Disputes Act; Modern In- 
dustry and Family Life, Agricultural Economics, Transportation, Revision 
of the Tariff, A Central Bank; The National Monetary Commission; Cap- 
italization of Public Service Corporations in Massachusetts Pp 432 1 50 

2 Handbook of the Association, 1909 Pp 59 25 

3. The Printers By George E Barnett Pp 379 1 50 

4 Life Insurance Reform in New York By W H Price Pp 95 75 

Volume XI, 1910 

1, Twenty-second Annual Meeting Papers and Discussions on History of the Asso- 
ciation ; Observation in Economics ; Economic Dynamics ; Theory of Wages , 
Country Life, Valuation of Public Service Corporations; Trusts; Taxation 
Pp 386 1 50 

2 ♦♦ Handbook of the Association, 1910 Pp. 79 25 

3 The Child Labor Policy of New Jersey By A S Field Pp 229 1 25 

4 The American Silk Industry and the Tariff. By F R Mason Pp 178 1 00 

THE ECONOMIC BULLETIN 

Published quarterly in 1908, 1909, and 1910, and containing personal notes, news of 
the economic world, announcements of special lines of investigation, and a classified and 
annotated bibliography of the current books and articles on economic subjects 
Volume I, 1908 Four numbers |2 00, each 60 

Volume II, 1909. Four numbers. $2 00; each 60 

Volume III, 1910 Four numbers. $2 00; each .60 
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FOURTH SERIES 

Subscriptions by n&nmembers, libraries, etc., $5.00 a year. 

Volume I, 1911 

The American Economic Review, ♦♦ March, June, September, and December, each, $1 00 
Twenty-third Annual Meeting 

Papers and Discussions on the Significance of a Comprehensive System 
of Education , Money and Prices, The Ricardo Centenary, Accounting; Canals 
and Railways, Population and Immigration, Labor Legislation; Taxation; 

A Definition of Socialism, Competition in the Fur Trade Pp 388. 1 50 

♦♦ Handbook of the Association, 1911 .25 

Volume II, 1912 

The American Economic Review, March, June, September, and December, each, 1 00 
Supplement — ^Twenty-fourth Annual Meeting 

Papers and Proceedings The Economic Utilization of History , TariflF Legis- 
lation, The Federal Budget, Rural Conditions, Selection of Population by 
Migration; The Price Concept, An International Commission on the Cost 
of Living, Industrial Efliciency Pp 146 1 25 

Volume III, 1913 

The American Economic Review, March, June, ♦* September, and ♦♦ December; each, 1 25 
Supplement — ^Twenty-fifth Annual Meeting 

Papers and Proceedings Population or Prosperity, The Rising Cost of Living 
— Standardizing the Dollar, Banking Reform, Theories of Distribution, 

Farm Management, Governmental Price Regulation Pp 155 1 25 

Supplement — Handbook of the Association, 1913 50 

Volume IV, 1914 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — Twenty-sixth Annual Meeting 

Papers and Proceedings The Increasing Governmental Control of Economic 
Life, The Control of Public Utilities, Railroad Rate Making; Syndicalism, 

Trust Decisions and Business Pp 211 1 25 

Supplement — Handbook of the Association, 1914 75 

Volume V, 1915 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — Twenty-seventh Annual Meeting 

Papers and Proceedings Economics and the Law, Regulation of the Stock 
Exchanges, Market Distribution, Statistical Work of the United States 
Government, Relation of Education to Industrial Efficiency; The Effect of 
Income and Inheritance Taxes on the Distribution of Wealth , Public Regu- 
lation of Wages Pp 323 1 25 


Volume VI, 1916 

The American Economic Review, ♦♦ March, ♦♦ June, September, and ♦♦ December; 

each, 1 25 

♦♦Supplement — ^Twenty-eighth Annual Meeting* 

Papers and Proceedings The Apportionment of Representatives; Effect of 
the War on Foreign Trade; Budget Making and the Increased Cost of 
Government, Economic Costs of War, Economic Theorizing and Scientific 
Progress; The R6Ie of Money in Economic Theory; Price Maintenance; 
Investment of Foreign Capital Pp 248 1 25 

Supplement — Handbook of the Association, 1916 75 

Volume VII, 1917 

The American Economic Review, March, June, September, and December; each, 1 25 
Supplement — ^Twenty-ninth Annual Meeting: 

Papers and Proceedings The National Point of View in Economics ; Landed 
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Property; Two Dimensions of Economic Productive ; Some Social Surveys 
m Iowa, The Land Problem and Rural Welfare; Tne Federal Farm Loan 
Act; Static lies of the Concentration of Wealth, Gold Supply at the Gose 
of tibe War; Loans and Taxes m War Finance, Problems of Population 
after the War; Some Phases of the Minimum Wage Pp 275. 11.25 

Supplement — Index to the Publications, 1886-1910. .35 

Volume VIII, 1918 

The American Economic Review, March, June, September, and ** December, each, 1 25 
Supplement — ^Thirtieth Annual Meeting 

Papers and Proceedings Economic Reconstruction ; Federal Taxes upon In- 
come and Excess Profits; Land Utilization and Colonization; Federal Valua- 
tion of Railroads, Co-ordination of Employment Bureaus, Control of the 
Acquisition of Wealth; Motives in Economic Life, Price-Fixing, Problems 
of Governmental Efiiciency, Economic Alliances and Tariff Adjustments 
Pp 317. 1.25 

Volume IX, 1919 

The American Economic Review, ♦♦ March, June, September, and December, each, 1 25 
Supplement — Thirty-first Annual Meeting 

Papers and Proceedings Economists in Public Service , Interest on Investment 
a Manufacturing Cost Factor, Control of Marketing Methods and Costs, 

War and the Supply of Capital , War and the Rate of Interest , Index of the 
Cost of Living , Securing the Initiative of the Workman , A Legal Dismissal 
Wage, After- War Gold Policies; Foreign Exchange, Stabilizing the Dollar, 
Tenancy of Landed Property; Price-Fixing, Economic Theory in an Era of 
Readjustment, Psychology and Economics, The Open Door and Colonial 
Policy, Reports or Committees on Foreign Trade and Purchasmg Power of 
Money Pp. 368. 1.25 

*♦ Supplement No 2 — Report of the Committee on War Finance Pp 142 50 

Supplement No 3 — Handbook of the Association, 1919 .75 

Volume X, 1920 

The American Economic Review, March, June, September, and December, each, 1 25 
♦♦Supplement — ^Thirty-second Annual Meeting 

Papers and Proceedings Excess Profits Taxation , Germany’s Reparation Pay- 
ments, International Supervision over Foreign Investments, Results of a 
Balanced Industrial System; Employee’s Representation in Management of 
Industry, Prices and Reconstruction , Banking Policy and Prices, Large- 
Scale Marketing, Reports of Committees on Foreign Trade, Co-ordination 
in Taxation, Census Advisory Committee Pp. 278 1.25 

r Supplement No 2 — Taxation of Excess Profits in Great Britain Pp 244 2 50 


Volume XI, 1921 

'The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — ^Thirty-third Annual Meeting 

Papers and Proceedings The Railroad Situation, Our Foreign Trade Balance, 
Problems of the Biiuminous Coal Industry, Traditional Economic Theory, 
Non-Euclidean Economics, Federal Taxation of Profits arid Income, Teach- 
ing of Elementary Economics Pp 194 1 25 

Supplement No 2 — Karelsen Prize Essays, on What Can a Man AflPord? Pp 118 1 00 


Volume XII, 1922 

The American Economic Review, March, June, September, and December; each, 1 25 
Supplement — ^Thirty-fourth Annual Meeting 

Papers and Proceedings Business Cycles; American Trade Unionism; The 
Railroads; Workmen’s Compensation, Federation in Central America; 
Teaching of Elementary Economics, TTie Chain Store Grocer, Economics 
and Ethics Pp 194 

Supplement No. 2 — ^Handbook of the Association, 1922 


1.25 

1.50 
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Volume XIII, 1923 

The American Economic Review, March, June, September, and December; each, $1 23 
Supplement — Thirty-fifth Annual Meeting: 

Papers and Proceedings Trend of Prices, Trend of Rate of Interest and 
Investment, Outlook for Wages and Employment, Overhead Costs; Com- 
mercial Rent and Profits, Labor Turnover, Factors in Wage Determinations; 
Income of Farmers, Large-Scale Production and Merchandising; Marketing 
Farm Products, Bureaus of Business Research Pp. 293 1 25 

Volume XIV, 1924 

The American Economic Review, ♦* March, ♦♦ June, September, and December; each, 1.25 
Supplement — ^Thirty-sixth Annual Meeting 

Papers and Proceedings International Trade and Commercial Policy, Rail- 
road Consolidation, Economic Theory, Transportation, American Foreign 
Trade, Marketing Pp 192 1.25 

Supplement No 2 — Handbook of the Association, 1924 1 50 

Volume XV, 1925 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement. — Thirty-seventh Annual Meeting. 

Papers and Proceedings. The Economics of Advertising, Problems of Eco- 
nomic Theory, Transportation, Marketing, Giant Power; The Teaching of 
Business and Economics, Business Administration, Monetary Stabilization; 
Foreign Service Training, Highway Economics, Psychological Problems of 
Industry. Pp 165 I 25 

♦* Supplement No 2 — Babson Prize Essay, on Forecasting the Price of Hogs Pp 22 1.00 

Volume XVI, 1926 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — ^Thirty-eighth Annual Meeting 

Papers and Proceedings Movement of Real Wages , Teaching of Economics , 
Consuming Power of Labor and Business Fluctuations, Economic Problems 
Involved in the Payment of International Debts , Economics and Geography , 
Agriculture in our National Policy, Tariff Making, Trade Assocations, 
Theory of Wages, Reducing the Costs of Marketing, Topics in Economic 
History, Railway Problems, Land Economics, Federal Reserve Policies 
Pp. 353 1 25 

Supplement No 2 — Handbook of the Association, 1926 1 50 

Volume XVII, 1927 

The American Economic Review, March, June, September, and December, each, 125 
♦♦Supplement — Thirty-ninth Annual Meeting 

Papers and Proceedings Economics of Prohibition, Economic History, Use 
of the Quantitative Method in the Study of Economic Theory , Present-Day 
Corporation Problems, American Practices Analogous to Foreign Controls 
over Raw Materials, Marketing, Interest Theory and Price Movements, 
Problem of Effective Public Utility Regulation; Immigration Restriction — 
Economic Results and Prospects , Family Budgets , Motor Transportation in 
the United States Pp 218 1 25 

Supplement No 2 — Report of the Dinner in Honor of Professor John Bates Clark 

Pp 18. .50 

Volume XVIII, 1928 

The American Economic Review, March, June, September, and December; each, 1 25 
Supplement — Fortieth Annual Meeting 

Papers and Proceedings Land Economics, Marketing; Present Status and 
Future Prospects of Quantitative Economics , Post-War Fluctuations of Com- 
modity Prices, Relationship between Departments of Economics and Col- 
legiate Schools of Business , Economic History , Simplification of the Federal 
Income Tax , Economic Significance of the Increased EflSciency of American 
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Industry, An Approach to the Law of Production and Its Relation to the 
Welfare of the Wage-Earner, Meaning of Valuation, Railroad Valuation 
with Special Reference to the O’Fallon Decision , Interest Rates as Factors in 
the Business Cycle, Should the Debt Settlements Be Revised; An Examina- 
tion of the Reasons for Revision of the Debt Settlements Pp 305. $1 25 

Supplement No 2. — Handbook of the Assoaation, 1928. 2.00 

Volume XIX, 1929 

The American Economic Review, March, June, September, and December; each, 1 25 
Supplement — Forty-first Annual Meeting 

Papers and Proceedings Market Shifts, Price Movements, and Employment; 

Some Observations on Unemployment Insurance; Marketing, l4ind Eco- 
nomics, Law and Economics, Price Stabilization; London and the Trade 
Cycle , Federal Reserve Policy and Brokers’ Loans , Central Planning of Pro- 
duction in Soviet Russia, International Differences in the Labor Movement; 

Tariff Making in the United States , Economic History , Locality Distribution 
of Industries , Regulation of Electric Light and Power Utilities , An Inductive 
Study of Publicly Owned and Operated vs Privately Owned but Regulated 
Public Utilities, Regulation of the Common Carrier, Commercial Motor 
Vehicle and the Public Pp 284. 1.25 

Volume XX, 1930 

The American Economic Review, March, June, September, and December; each, 1 25 
Supplement — Forty-second Annual Meeting* 

Papers and Proceedings Economic History; Public Works Plan and Unem- 
ployment, Theory of Economic Dynamics as Related to Industrial Instability, 

Chief Economic Problems of Mexico; Reparations Settlement and the Inter- 
national Flow of Capital, Federal Reserve Board — Its Problems and Policy; 
Economic and Social Consequences of Mechanization in Agriculture and 
Industry Pp. 214 1 25 


Volume XXI, 1931 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — Forty-third Annual Meeting 

Papers and Proceedings Decline of Laissez Faire , Small Loan Business , So- 
cial and Economic Aspects of Chain Stores, Russian Economic Situation, 
Trustification and Economic Theory, Persistence of the Mercer Movement; 
Program of the Federal Farm Board, Social Implications of Restriction of 
Agricultural Output, Land Economics and Real Estate, Institutionalism — 

What It Is and What It Hopes to Become, An Approach to World Econom- 
ics , International Industrial Relations — Migration of Enterprise and Policies 
Affecting It, World-Wide Depression of 1930, Present Depression — A 
Tentative Diagnosis, Power and Propaganda; Failure of Electric Light and 
Power Regulation and Some Proposed Remedies Pp. 302. 1 25 

Supplement No 2 — Handbook of the Association, 1931 2 00 

Volume XXII, 1932 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — Forty-fourth Annual Meeting 

Papers and Proceedings Private Enterprise in Economic History, Shorter 
Working Time and Unemployment; Quantitative Economics ; Theory of Tech- 
nological Progress and the Dislocation of Employment, Measurement of Pro- 
ductivity Changes and the Displacement of ^bor , Stabilization of Business 
and Employment , Principle of Planning and the Institution of Laissez Faire , 
Institutional Economics , Elasticity of Demand as a Useful Marketing Con- 
cept , Investments of Life Insurance Companies , Real Estate in the Business 
, Cycle , Investments and National Policy of the United States in Latin Amer- 
ica, Recent Changes in the Character of Bank Liabilities and the Problem of 
Bank Reserves, Bank Failures in the United States, Transportation by Rail 
and Otherwise; Our Changing Transportation System Pp. 306 1 25 
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Volume XXIII, 1933 

The American Economic Review, March, June, September, and December; eadh, 11.25 
Supplement — Forty*fifth Annual Meeting 

Papers and Proceedings ^se of Monopoly in the United States; Record of 
Insurance in the Depression; Some Theoretical Aspects of Unemployment 
Reserves; The Economics of Unemployment Relief; American Economic 
Thought; Formation of Capital Measurement and Relation to Economic In- 
stability, Size of Business Unit as a Factor m Efficiency of Marketing, Re- 
serve Bank Policy and Economic Planning ; Federal Reserve Policy m World 
Monetary Chaos, Tariff Reform The Case for Bargaining; Speculation in 
Suburban Lands , Real Estate Speculation and the Depression Pp. 206. 1 25 

Supplement No 2 —Handbook of the Association, 1933 2 00 

Volume XXrV, 1934 

The American Economic Review, March, June, September, and December; each, 1 25 
♦♦ Supplement — Forty-sixth Annual Meeting 

Papers and Proceedings The History of Recovery; Public Utilities in the 
Depression; Imperfect Competition, Fundamentals of a National Transpor- 
tation Policy, Correlation of Rail and Highway Transportation, Marketing 
under Recovery Legislation, Economics of the Recovery Act, Measurement 
of Unemployment, Controlled Inflation, Banking Act of 1933 — ^An Ap- 
praisal, Some Statistics on the Gold Situation, The Problem of Tax Delin- 
quency , The Problem of Expanding Governmental Activities , Hie Economics 
of Public Works Pp 224 1 25 

Volume XXV, 1935 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement — Forty-seventh Annual Meeting. 

Papers and Proceedings NRA Examined, Rate-making Problems of TVA, 

New Deal and the Teaching of Economics, Paths of Economic Change, 
Business Enterprise and the Organization of Production, Changes in the 
Character, Structure, and Conditions of Production , International Aspects of 
Problems of Production and Trade, International Movements of Capital, Our 
Commercial Banking System, Aspects of Co-ordination and Finance; Some 
Lessons Drawn from European Experience, Nationalism, Security Regulation 
and Speculation , Monetary Stabilization from an International Point of View, 
Monetary Stabilization from a National Point of View, Decentralization of 
Population and Industry, Co-ordination of State and Local Finance, Relief 
Aspects of the New Deal , Unified Program for the Unemployed Pp. 240. 1 25 

Volume XXVI, 1936 

The American Economic Review, March, June, September, and December; each, 1 25 
Supplement — Forty-eighth Aimual Meeting. 

Papers and Proceedings, Some Distinguishing Characteristics of the Current 
Recovery, Price Theories and Market Realities, Notes on Inflexible Prices, 

Effect of the Depression upon Earnings and Prices of Regulated and Non- 
regulated Industries , Size of Plants in Its Relation to Price Control and Price 
Flexibility; Requisites of Free Competition, Monopolistic Competition and 
Public Policy; Bankmg Act of 1935, Recent Legislation and die Banking 
Situation, Economic Aspects of an Integrated Social Security Program; 

Capital Formation, Trade Agreements Program and American Agriculture, 
Founding and Early History of the American Economic Association ; Devel- 
opments in Economic Theory; Federal Revenue Act of 1935, Relations 
between Federal, State, and Local Finances, Equalization of Local Govern- 
ment Resources , Adjustment to Instability; Transportation Problems, Fifty 
Years* Developments in Ideas of Human Nature and Motivation; Institu- 
tional Economics, Place of Marginal Economics m a Collectivist System, 
Problem of Prices and Valuation in the Soviet System, Effects of New Deal 
Legislation on Industrial Relations; Report of the Fiftieth Anniversary 
Dinner. Pp. 350. 

Supplement No 2. — Handbook of the Assoaation, 1936. 


1.25 

2.00 
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Volume XXVII, 1937 

The American Economic Review, March, June, September, and December; each |1.25 
Supplement. — Forty-ninth Annual Meeting* 

Papers and Proceedmgs Economic Interdependence, Present and Future, 
Quantitative and Qualitative Changes in International Trade During the 
Depression; Current Tendencies in Commercial Policy, Trade Pr^lem 
of the Pacific, Analysis of the Nature of American Public Debts, Limits to 
Possible Debt Burdens, Federal, State, and Local ; Debt Retirement and the 
Budget; United States Debt — Distribution among Holders and Present 
Status; Federal-State Unemployment Compensation Provisions of the Social 
Security Act; Unemployment Relief and Insurance, Economic Problems 
Arising from Social Security Taxes and Reserves, The Situation of Gold 
Today in Relation to World Currencies; Mechanisms and Objectives 
for the Control of Exchange, The Adequacy of Existing Currency Mech- 
anisms Under Varying Circumstances; Present Situation of Inadequate 
Housing, Financing of Housing; Some Economic Implications of Modem 
Housing, Managed Currency, A Critique of Federal Personnel Poli- 
cies as Applied to Professional Social Science Positions; New Oppor- 
tunities for Economists and Statisticians in Federal Employment; Govern- 
ment Employment as a Professional Career in Economics, Indicia of Re- 
covery, Housing and Housing Research, Distribution of Purchasing Power 
and Business Fluctuations; Forecast of Power Development, The Possibility 
of a Scientific Electrical Rate System; Co-ordination of Public and Private 
Power Interests in European Countries, Recent Developments in the Theory 
of Speculation; Control of Speculation under the Securities Exchange Act, 
Unorganized Speculation the Possibility of Control Pp 333 1.25 

Volume XXVIII, 1938 

The American Economic Review, March, June, September, and December, each, 1 25 
Supplement. — Fiftieth Annual Meeting 

Papers and Proceedings The Significance of Marxian Economics for Present- 
day Economic Theory; The Significance of Marxian Economics for Cur- 
rent Trends of Governmental Policy, The Rate of Interest, Security Markets 
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